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Abstract: Rapid technological advancement in the banking environment drives Sri Lankan banks to
adopt self-service technologies to deliver services via SMS banking, Internet banking and telephone bank-
ing facilities, Automated Teller Machines (ATM) etc. This study explored the perceived quality of  the self-
service technology of  these services and its effect on customer satisfaction. The literature survey and in
depth interviews helped to formulate quality dimensions: security, efficiency, eases of  use, reliability and
convenience and those dimensions were assessed through a questionnaire. This study surveyed 215 cus-
tomers from branches of  six dominating commercial banks located in Western Province of  Sri Lanka.
Data were subjected to Principal Component Analysis and retained factors were regressed using multiple
regressions to assess the impact of quality dimensions on customer satisfaction. The results revealed that
reliability and convenience have positive impacts on customer satisfaction but efficiency has a negative
effect.
Abstrak: Kemajuan teknologi yang cepat dalam lingkungan perbankan mendorong bank-bank Sri Lanka untuk mengadopsi
teknologi self-service dalam memberikan layanan melalui SMS banking, internet banking dan fasilitas phone banking,
Automated Teller Machines (ATM) dan lain sebagainya. Penelitian ini mengeksplorasi kualitas yang dirasakan dari
layanan teknologi ini dan efeknya terhadap kepuasan pelanggan. Survei literatur dan wawancara mendalam membantu
untuk merumuskan dimensi kualitas: keamanan, efisiensi, kenyamanan penggunaan, keandalan dan kenyamanan dan
dimensi-dimensi tersebut dinilai melalui kuesioner. Penelitian ini mensurvei 215 pelanggan dari enam cabang bank komersial
yang mendominasi dan terletak di Provinsi Sri Lanka Barat. Data dijadikan sebagai komponen Sasaran Analisis
Utama dan beberapa faktor yang tertahan di tarik ke arah yang berlawanan menggunakan regresi berlipat untuk
memperoleh akses terhadap pengaruh dimensi-dimensi kualitas terhadap kepuasan pelanggan. Hasil penelitian menunjukkan
bahwa keandalan dan kenyamanan memiliki dampak positif  pada kepuasan pelanggan sedangkan efisiensi memiliki
dampak negatif.
Keywords: commercial banks; SST quality; satisfaction; Sri Lanka
 JEL classification: M00, M15, M31
Gunawardana and Perera
2
Introduction
Rapid advancement of technologies has
allowed many service oriented organizations
to enter into a technology mediated self-ser-
vice environment and it is extensively exhib-
ited in the retail banking environment. Ser-
vice organizations, including retail banks,
deliberately adopt self-service technologies
while encouraging their customers to adopt
them too (Dabholkar and Bagozzi 2002; Zhu
et al. 2013), in which customers produce and
consume services by themselves without di-
rect employee assistance (Meuter et al. 2005).
Retail banks employ numerous types of self-
service channels to reach their customers in-
cluding ATM, Automated Telephone Bank-
ing, Web Banking, SMS Banking, Kiosks etc.
Particularly, banks deploy a number of  dif-
ferent channels to deliver their services to
customers and therefore these service chan-
nels play an important role in consumer in-
teractions with retail banks. Motivated by
efficiency gains, flexibility and productivity
and improved corporate performances
(Dabholkar 1996), service organizations, in-
cluding retail banks, are driven to readily ap-
ply different types of  self  service technolo-
gies (SST) (Lee et al. 2009) and therefore, it
is necessary to understand the customer
evaluation of  these multiple service channels
in order to improve the organizational sta-
tus, especially in banks and customer satis-
faction in a dynamic competitive environ-
ment (Orel and Kara 2014).
Nevertheless, existing research on self-
service technology quality evaluation is lim-
ited to internet based services (Lin and Hsieh
2011) or e-services (Orel and Kara 2014)
while ignoring the other self- service chan-
nels applied by service organizations
(Shamdasani et al. 2008). Therefore, more
exploration of customer perception of self-
service technologies is needed (Schumann et
al. 2012). Further, instruments for system-
atically measuring the quality of SST as a
whole remain underdeveloped (Verhoef  et al.
2009) or inconsistencies have been found in
their conceptualization (Lee et al. 2011) and
even the applicability of the models to test
the perceived service quality that have been
developed vary across the SST diffusion
phases and within different markets (Lin and
Hsieh 2011). Additionally, given the impor-
tance of  customer satisfaction in service set-
ting, a significant number of studies have
been devoted to assessing the relationship
between service quality and satisfaction. Yet
in literature, the impact of  self-service on
customer satisfaction is unresolved due to the
conflicting results on the direction of impact
(Buell et al. 2010) and even these relation-
ships are tested by selecting one service chan-
nel at a time. Consequently, there is a strong
need to assess the service quality dimensions
of  self-service technology (Shamdasani et al.
2008) as a whole in the banking context along
with their effect on customer satisfaction. In
addition to that, a contextual understanding
of perceived SST quality of banking envi-
ronment in a growing economic environment
is needed.
Thus, the objectives of the current
study are twofold. First, it attempts to exam-
ine service quality dimensions to measure the
SST quality of retail banks by using five at-
tributes including ease of  use, reliability, ef-
ficiency, convenience and security. Particu-
larly, high mobile phone penetration along
with the increasing internet usage in Sri Lanka
has forced many retail banks to offer their
services through new service channels, i.e.
through self-service technologies, in order to
be more competitive. This allows Sri Lankan
banking customers to access their bank ac-
counts via these technologies and to conduct
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a range of transactions including the payment
of utility bills, transfer funds, etc. instead of
physically visiting their banks. This has per-
mitted banks to reduce their costs drastically
while converting growing tech-oriented Sri
Lankan banking customers to self-service
customers. Accordingly, fast implementation
of  ATM, Automated Telephone Banking,
Web Banking, SMS Banking, Kiosks can be
seen in the retail banking environment in Sri
Lanka. In such a context, it is important to
recognize the quality of  self-service technolo-
gies introduced by Sri Lankan banks.
Second, this study attempts to investigate
the impact of these perceived quality at-
tributes on customer satisfaction. Similarly,
it is essential to identify whether Sri Lankan
customers are satisfied with the quality of the
existing self-service technologies of  Sri
Lankan banks. Hence, researchers have in-
vestigated the impact of perceived quality of
SST on customer satisfaction of the retail
banking environment in Sri Lanka under this
research.
In order to achieve the above objectives,
the rest of  the paper is organized as follows.
Initially, the authors present the overview of
the existing literature on SST quality and sat-
isfaction that is valuable for the present study.
This is followed by a hypothesis related to
service quality and satisfaction. The next sec-
tion describes the sample selection and mea-
sures used in this study. Subsequently, the
results of the analyses are presented and dis-
cussed. Finally, the authors present the con-
clusion, implications, and future research di-
rections.
Literature Review
Self-Service and Quality
Attributes
Traditionally, consumers directly inter-
act with service organizations and service
encounters take place between the front line
service employees and the consumers (Bitner
1990); this traditional interpersonal focus of
service encounters is heavily replaced by tech-
nologies (Bitner et al. 2000) and presently con-
sumers encounter these new self-service tech-
nology facilities (Beatson et al. 2007; Meuter
et al. 2000). These new service delivery ap-
proaches play a more important role in the
service environment (Beatson et al. 2007) and
they can be defined as technological inter-
faces that enable customers to produce a ser-
vice independent of direct involvement of
the service employees or minimum partici-
pation of  service employees (Orel and Kara
2014; Meuter et al. 2000). Usage of SST can
be seen in a range of  services including tra-
ditional high contact services and low con-
tact services (Curran et al. 2003) and range
from Automated Teller Machines (ATM) at
banks, self-accessed airline services or hotel
facilities, self-scanning supermarket check-
outs, web interfaces in banks, Kiosks in air-
lines, and pay at pumps in gas stations etc.
Self-service technologies are popular
among retailers including banks though it is
a resource intensive investment. Yet, as per
the researchers, it provides a payoff for the
organization by giving range of advantages
(Beatson et al. 2007) including productivity
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gains though a reduced number of employ-
ees and longer opening hours (Curran et al.
2003; Dabholkar 1996), lowering labor costs
(Lin and Hsieh 2011), speed of  service de-
livery (Zhu et al. 2013) and further it has the
advantage of limiting the two difficulties of
traditional service delivery namely heteroge-
neity and perishability (Curran et al. 2003).
These benefits drive service organizations to
utilize a range of SST encounters for its cus-
tomers and it has become the major trend in
the present environment (Lin and Hsieh
2011). Accordingly, banks have adopted these
technologies heavily to deliver the services
through new channels, i.e. Automated Teller
Machines (ATM), Web based banking,
Kiosks, Short Message System Banking, App
based banking etc. These service delivery
mechanisms in banking environment are also
known as “off-site” (Lee et al. 2011) trans-
action options for customers.
Apparently, retail banking customers
tend to evaluate the quality of these chan-
nels in the SST encounter environment and
therefore the success of  these service deliv-
eries largely rests on the quality of the ser-
Table 1. Previous Findings on SST Quality Attributes
Service Quality Attributes
Convenience, queue management, personalizing,
responsiveness, security, commitment, Trust, (M. A. Al-Hawari 2011)
Customer Delight
Ease of use, usefulness, Cost saved, self-control (Ho and Ko 2008)
Functionality, enjoyment, security/privacy, Assurance, (Lin and Hsieh 2011)
Design, Convenience, Customization
Convenience, Ease of use, Control, Enjoyment (Lee et al. 2011)
Efficiency, ease of  use, performance, perceived control, (Yen 2005)
convenience
Functionality, enjoyment, assurance, design, convenience (Orel and Kara 2014)
Speed of  service, ease of  use, reliability, enjoyment, (Shamdasani et al. 2008)
control
Availability, perceived risk, ease to use, compatibility of (Özer et al. 2013)
devices, entertainment
Fulfillment, security, reliability, efficiency, responsiveness, (George and Kumar 2014)
web site attributes, privacy
Web design, reliability, security, customer service, (H. H. Chang et al. 2009)
customer perceived value
Reliability, responsiveness, competence, ease of  use, (Yang et al. 2004)
product portfolio, security
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vice. Nonetheless, SST quality remains un-
derdeveloped (Lin and Hsieh 2011) due to
usage of channel specific measurement of
service quality in the internet/web environ-
ment (Lee et al. 2011; Lin and Hsieh 2011;
Parasuraman et al. 2005). Thus, it reduces
the ability to generalize these scales to mea-
sure the range of SST quality (Lin and Hsieh
2011). Hence, this requires common defini-
tion for overall self-service technology qual-
ity and the overall excellence of  the service
delivered through internet, ATM, telephone
banking, Kiosks, SMS etc (Al-Hawari et al.
2003). Academic researchers have mentioned
the usage of criteria/attributes to assess the
quality of  self-services (Dabholkar 1996; Lin
and Hsieh 2011; Shamdasani et al. 2008). As
a result, perceived attributes pertaining to
self-service technologies have been largely
utilized to assess the quality of  self-service
technologies (Al-Hawari et al. 2005;
Dabholkar 1996; Meuter et al. 2000;
Shamdasani et al. 2008).
Accordingly, an extensive literature re-
view was undertaken to propose five at-
tributes to measure the service quality of  the
SST environment of  banks. Table 1 shows
the various quality dimensions so far identi-
fied in the literature to explain the perceived
service quality of  SST. The quality dimen-
sions for this study were identified by evalu-
ating the existing studies in similar context
and were finalized by obtaining the insights
from academic experts, managers and cus-
tomers (Figure 1).
Firstly, time conscious consumers see
self-service technologies as a time efficient
mechanism to obtain services (Bateson 1985)
from the service organizations. Accordingly,
the efficiency attribute is the reduction of
time and effort that is required to complete
the tasks (Johnson et al. 2008) and the cost
associated with transactions in the tech-en-
abled service environment. Further, Yen
(2005) stated efficiency as the ability of SST
to solve users problems better than other
options while saving time. Accordingly, speed
of  service or time taken to perform the trans-
action plays a vital role in deciding the qual-
ity of  SST (Al-Hawari 2011). As per Yen
(2005) citing (Ledingham 1984) speed as be-
ing considered an important factor among
consumers whenever conducting IT based
banking activities. As per Meuter et al. (2000),
time savings offered by SST play a bigger role
in consumers adopting SST and therefore
they significantly influence consumers in
evaluating the quality of  service in the self-
service environment (Shamdasani et al.
2008). Additionally, possible customer cost
savings (i.e. expend fewer resources on trav-
elling and conducting transactions) associated
with SST play a considerable role in evaluat-
ing SST by the customers.
Secondly, Davis (1986) has mentioned the
importance of perceived ease of use of a sys-
tem for it to be accepted by the users and
further he defined it as “degree to which a
person believes that using a particular sys-
tem will be free of effort.” Consumers con-
sider the effort involved in learning and us-
ing new systems (Oghazi et al. 2012) and they
tend to avoid systems which require extra
effort of mentally and physically (Bateson
1985; and Venkatesh 2000). Accordingly, ef-
fort and complexity of a system are found to
be related concepts and encompass the con-
cept of ease of use (Davis et al. 1989) and
therefore, ease of use was found be the one
quality dimension of  assessing self-service
technology (Venkatesh 2000; andVenkatesh
et al. 2002). User-friendly interfaces drive
consumers to evaluate SST positively (Lee
et al. 2011) and indication of  proper instruc-
tions in the SST environment reduces per-
sonal effort and risk from learning new fea-
Gunawardana and Perera
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tures by spending time and the possibility of
making errors (Shamdasani et al. 2008).
Equally, it focuses on the interactivity aspects
of the interface of SST (Collier and Kimes
2012). Thus, customers feeling comfortable
using SST improves the perception of SST
(Kim and Stoel 2004; and Lin and Hsieh
2011).
The third attribute is reliability and it
encompasses the accuracy of  the service re-
ceived over the SST (Shamdasani et al. 2008)
and Yen (2005) termed it as performance. Re-
searchers have found out about the impor-
tance of  reliability in service encountering
environments (Davis et al. 1989; and
Parasuraman et al. 1988) and especially in the
electronic banking environment (Lee and Lin
2005). Tasks performed in service encoun-
ters should be free from errors. Specifically,
new service delivery mechanisms such as SST
raise the issue of breakdowns causing cus-
tomers to lose faith in them. Thus correct
functioning and accurate service delivery are
important aspects of  the service quality SST
environment (Lin and Hsieh 2011). Accurate
and error free performance of  SST (Lin and
Hsieh 2011 citing Zeithaml et al. 2002) leads
to favorable evaluation of  service quality of
SST and this was also noted by Collier and
Kimes (2012).
The fourth attribute is convenience and it
refers to the availability of SST to customers
‘when and where they need it’ (Meuter et al.
2000). It is the perceived ability of access to
SST for customers at the time and location
convenient for them (Yen 2005). In a self-
service environment customers are in greater
control of dictating the time and location of
service consumption and therefore it over-
comes the problem of inconvenience of the
full service environment (Collier and Kimes
2012). Nevertheless, the ability of the cus-
tomers to access intended service from any
devices given by the organizations, irrespec-
tive of the location and time, is considered
as a key indicator of SST quality (Lin and
Hsieh 2011) since it gives an effective trans-
action experience for the customers (Collier
and Kimes 2012). Accordingly, Collier and
Sherrell (2010) noted the importance of the
convenience factor in evaluating the SST and
Ding et al. (2011) noted the criteria of con-
venience when evaluating service quality of
SST.
The final and the fifth attribute is secu-
rity and it refers to freedom from danger, risks
or doubts that customer will feel (Li and
Suomi 2009) while interacting with self-ser-
vice technologies. As per the study by
Parasuraman et al. (2005), security and pri-
vacy are most important factors in evaluat-
ing SST. Similarly, customers tend to assess
the SST as to what extent it reduces their
stress (Bobbitt and Dabholkar 2001) and
anxieties due to lack of control exerted over
the information exchange through the SST.
Therefore, SST should be free of perfor-
mance ambiguities (Parasuraman 2000) in
order for it to be perceived as a quality ser-
vice environment. Perceived risk and uncer-
tainty have a negative impact on the attitude
of  the consumers and evaluation of  SSTs
(Pan and Zinkhan 2006), therefore custom-
ers tend to evaluate the security of the sys-
tem whenever they consume the service ren-
dered over SST. In other words, there is an
inclination on the part of consumer to evalu-
ate the probability of improper usage of in-
formation exchange over SST (Li and Suomi
2009). So, this plays a vital role in evaluating
the quality of  SST.
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Satisfaction and Quality
Satisfaction
Academic researchers have proclaimed
the importance of customer satisfaction to
assess the future performance of  organiza-
tions when compared with financial and ac-
counting based measures (Miguel-Dávila et
al. 2010). It is recognized as a fundamental
marketing concept (Fournier and Mick 1999)
driving managers to set it as one of the major
objectives of  marketing organizations. Hence,
this has been studied heavily in the domain
of  marketing (Fornell 1992; and Oliver
1980). Accordingly, literature has two view
points on satisfaction: the transaction-specific
construct which results from immediate post
purchase judgment (Oliver 1993) and the
cumulative-specific construct which resulted
from customers’ overall experience to date
with a product or service (Anderson et al.
1994). However, this study rests on cumula-
tive customer satisfaction and accordingly it
is customers’ overall judgment towards ser-
vice experience within the SST service envi-
ronment provided by service organization.
Nevertheless, service quality has been rec-
ognized as an important antecedent that de-
cides customer satisfaction and according to
Cheng et al. (2013) it has become an effec-
tive strategy to evaluate the perception of
satisfaction regarding the service quality.
Additionally, service quality is found to be
the most influential antecedent for customer
satisfaction in the service environment
(Andreassen 2000; Baker and Crompton
2000) but also high customer satisfaction due
to the high service quality (Darsono and
Junaedi 2006). Contrary to that, there is lit-
erature that also indicates conflicting results
of  the direction of  impact of  service quality
on customer satisfaction (Buell et al. 2010).
Nevertheless, when it comes to the SST
environment, Dabholkar (1996) proposed
SST an attribute based model to explain the
quality satisfaction in the SST service envi-
ronment (Figure 1). Cognitive evaluation of
the SST attributes has been identified as per-
ception of  service quality (Dabholkar 1996;
Yen 2005) and therefore, the authors mea-
sured the influence of these attributes on sat-
isfaction towards to SST. Accordingly, previ-
ous studies have found the effect of SST
quality on customer satisfaction (Meuter et
al. 2000; and Miguel-Dávila et al. 2010) in
the retail environment (Mols 1998; and Yen
2005), and banking environment (Al-Hawari
et al. 2006). Accordingly, investigation of  SST
literature identified SST attributes pertaining
to the retail banking environment which act
as service quality dimensions and ultimately
influence customer satisfaction.
Meuter et al. (2000) mentioned that
ability to perform the transactions more
quickly in the SST environment compared to
the interpersonal service environment in-
creases customer satisfaction. Further, Yen
(2005) has found that the efficiency attribute
of SST environment leads to customer satis-
faction. Accordingly, consumers are expected
to be satisfied with SST if they perceive there
to be efficiency in the self-service technol-
ogy environment (Weijters et al. 2007; and
Weijters et al. 2005). Moreover, perceived
waiting time, which is associated with the
efficiency aspect of the SST in the retail set-
ting, has a positive influence on customer
satisfaction (Buell et al. 2010). Further,
Eriksson and Nilsson (2007) found that the
convenience dimension, which represent the
usefulness of  SST, has a positive influence
on multichannel SST satisfaction. Accord-
ingly, researchers postulate that,
H1: Efficiency of SST has a positive effect on cus-
tomer satisfaction towards service provided by
commercial retail banks in Sri Lanka.
Gunawardana and Perera
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Ease of use of a system largely deter-
mines the attitudes of consumers towards
SST (Davis 1986) and thereby satisfaction
with its usage. In an e-commerce setting,
Devaraj et al. (2002) found a positive rela-
tionship between perceived ease of use and
customer satisfaction while creating positive
evaluation towards the online channel. Mean-
while, Yen (2005) has also found that a posi-
tive relationship between the SST attribute
of perceived easiness to use and customer
satisfaction. Meanwhile, academic research-
ers have found a strong positive relationship
between perceived ease of use and contin-
ued intention to use the SST service offered
by banks (see for El-Kasheir et al. 2009).
Additionally, perceived ease of  use has been
found to be one of the strongest predictors
of  formation of  attitude towards SST and
thereby actual usage of a system because of
customer satisfaction (Weijters et al. 2007).
Therefore, researchers postulate that,
H2: Ease of use of SST has a positive effect on
customer satisfaction towards service provided
by commercial banks in Sri Lanka
The dimension of reliability is found to
be the important attribute in assessing the
quality of  a service environment and re-
searchers have found that there is a positive
influence of the reliability of SST attribute
on customer satisfaction (Meuter et al. 2000;
Yen 2005). Likewise, reliability is found to
be one of the strong predictors of continu-
ous usage and thereby influencing customer
satisfaction in the retail context (Weijters et
al. 2007). Nguyen et al. (2014) found that
customer satisfaction towards to usage of
ATM machines is influenced by the attribute
reliability. Meanwhile, accuracy of  service
rendered by the SST service environment has
been shown to have a positive relationship
with customer satisfaction (Collier and Kimes
2012). Therefore, researchers postulate that,
H3: Reliability of SST has a positive effect on cus-
tomer satisfaction towards service provided by
commercial banks in Sri Lanka
Further, it has been found that custom-
ers feel satisfied with SST if it provides the
service when and where they want it (Meuter
et al. 2000). Accordingly, Yen (2005) has
found that there is a positive relationship
between the convenience attribute of internet
mediated SST service encounter environment
and customer satisfaction. Further, there is
evidence that supports the idea that attribute
convenience stemming from the SST service
environment acts as a driver of customer sat-
isfaction (Collier and Sherrell 2010). Further,
convenience of SST has an influence on cus-
tomer satisfaction (Wang 2012). Accordingly,
researchers postulate the fourth hypothesis,
H4: Convenience of SST has a positive effect on
customer satisfaction towards service provided
by commercial banks in Sri Lanka
The perceived security of  SSTs deter-
mines the acceptance (Dixit and Datta 2010)
and usage of SST to conduct transactions by
customers. Reduction of  perceived risk of
SST (avoidance of  losing personal informa-
tion and improper usage of  information by
third parties) leads to customers intending to
use them and therefore customer satisfaction.
Further, privacy and security of the ATM
environment leads to customer satisfaction
regarding financial need among Jordanian
customers (Al-Sawalqa 2012). Secure features
available in an SST environment have also
been shown to affect service quality percep-
tion and satisfaction towards SST services
(Liljander et al. 2002). Accordingly, the re-
searchers have proposed a fifth hypothesis as.
H5: Security of SST has a positive effect on cus-
tomer satisfaction towards services provided by
commercial banks in Sri Lanka.
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Methods
The proposed model was tested by col-
lecting data from the customers who use dif-
ferent banking self-service technologies in Sri
Lanka. Growing deployment of SST among
commercial banks in Sri Lanka had driven this
study and observations have also provided
evidence of higher usage of the same tech-
nology among the customers of  these banks.
Sample and Survey Procedure
This study was empirical in nature and
a survey method was employed to collect the
data. Data for this study were obtained from
six selected bank branches located in West-
ern Province in Sri Lanka. Sekaran and Bougie
(2010, p. 296) cites that Roscoe (1975) pro-
posed a “sample size larger than 30 and less
than 500 is appropriate for most research”
and most of  the researchers suggest its ap-
propriateness for conducting multivariate re-
search analysis. Accordingly, to collect data
from customers who are using SST in Sri
Lanka, six top Sri Lankan commercial banks
were selected on the basis of key financial
data published by Thalgodapitiya and
Bhoumik (2012) and www.cse.lk (key perfor-
mance data in 2012). Accordingly, Bank of
Ceylon (BOC), People’s Bank (PB), Commer-
cial Bank (CB), Hatton National Bank
(HNB), Seylan Bank (SB) and Sampath Bank
(SB) were selected for this study. Bank
branches were selected from Western Prov-
ince and it was revealed that each bank had
its own specific customer data base and
records of customers were found to be regu-
larly updated making the infinite population.
Further, it revealed the dispersion of usage
of  SSTs by the customer. Hence, sixty (60)
respondents were randomly selected from the
data bases of each bank while getting the
support from the branch managers of these
banks. At the point of  time, the registered
users of the banks’ SST were considered to
be the infinite population (Anderson et al.
2011). A total of 360 respondents was se-
lected from these banks and while selecting
Figure 1. Conceptual Model Developed by the Researcher
Ease of Use
Reliability
Efficiency
Convenience
Security
SST Quality Dimension
Customer
Satisfaction





H1
H2
H3
H4
H5
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the customers, a special filtering approach was
applied by the mangers to select the custom-
ers who are having at least ATM transactions
with the respective bank. Each customer was
accessed with the help of  the bank’s customer
officers. Further, a few questionnaires were
sent to customers’ personal addresses enclos-
ing return address envelopes. A power analy-
sis level of  0.80 suggested by Cohen et al.
(2003) was applied to determine the sample
size that would provide adequate statistical
power for testing the hypothesis.
Measures
This study was based on the pre-exist-
ing concepts in the literature and the scale
items were developed largely with the help
of literature and preliminary in-depth inter-
views. The SST quality dimensions and sat-
isfaction items used in this study were ex-
tracted from different research findings (re-
fer to Table 2). A total of  19 items was iden-
tified to measure the five dimensions pro-
posed to be used to measure the SST quality
of  banks: ease of  use, efficiency, reliability,
security and convenience. Ease of use is
operationalized as having 5 items adapted
from Gefen and Straub (2000); Oghazi et al.
(2012); Chang and Chang (2013); Davis
(1986); Venkatesh (2000); Venkatesh et al.
(2002); Lin and Hsieh (2011); and Al-Hawari
et al. (2009). Efficiency dimensions consist
of 4 items adapted from Al-Hawari et al.
(2009), Miguel-Dávila et al. (2010), Ganguli
and Roy (2011), Kim and Lim (2001),
Parasuraman et al. (2005), Bitner (1990),
Bitner et al. (1997) and Yen (2005). To mea-
sure the reliability, this study uses 4 items
adapted from Chang et al. (2009), Ganguli
and Roy (2010), Yang et al. (2004), Santos
(2003), Van Riel et al. (2003) and Dabholkar
and Bagozzi (2002). Security is measured with
the support of 3 items adapted from Ganguli
and Roy (2010); Yang et al. (2004); Kumar
and Bose (2013); and Li and Suomi (2009).
Finally, convenience is measured with the 3
items derived from Ganguli and Roy (2010);
and Meuter et al. (2000). In addition to that,
customer satisfaction is measured with 3 items
adapted from Chang et al. (2009); Özer et al.
(2013); and Cronin et al. (2000). The gener-
ated items were then subjected to review by
two academic experts in Information System
environments and two IT managers from two
selected banks. All measures were measured
with five point scales (1= strongly disagree,
2=disagree, 3= neutral, 4= agree and 5=
strongly agree). Similarly, the questionnaire
used in this study had closed-ended ques-
tions, which included usage behavior of SST
alternatives and the respondents’ demo-
graphic details.
The scale developed to measure the SST
quality and satisfaction was subjected to a
refining process in order to ensure the psy-
chometric properties. Generally, items placed
in the questionnaire were positively perceived
by the respondents. Mean values calculated
for the five dimensions tend to show that re-
spondents agree with the statements in the
questionnaire. Additionally, the researchers
tested the reliability and validity of the scale
by administering the survey instrument to 50
customers before the survey. Cronbach’s al-
pha coefficient was utilized to identify the
reliability status of each dimension that mea-
sures the bank’s SST quality. Coefficient al-
pha range from 0-1 and Gliem and Gliem
(2003) citing Darren and Mallery (1999) pro-
posed a rule of  thumb; “0.9 (Excellent),
0.8 (Good),  0.7 (Acceptable),  0.6
(Questionable), 0.5 (Poor), and 0.5 (Un-
acceptable).” Questionnaires were piloted
with 50 respondents. Initial reliability statis-
tics pertaining to the concepts used in this
study are in the following table (Table 3).
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Service Quality Dimensions and Items
Ease of Use
It is easy to become expert using Self  Service Technology provided by my bank(Gefen and Straub 2000;
Oghazi et al. 2012)
I find that my bank’s self-service technologies are easy to use(C-C. Chang and Chang 2013; F. D. Davis
1986; Gefen and Straub 2000; Oghazi et al. 2012; Venkatesh 2000; and Venkatesh et al. 2002)
My bank’s self-service technologies has clear instructions(Al-Hawari et al. 2009; Lin and Hsieh 2011;
Oghazi et al. 2012; and Venkatesh et al. 2002)
Self  Service Technology provided by my bank is user-friendly (Venkatesh 2000)
Interacting with the system does not require a lot of  my mental effort (Venkatesh 2000; and Venkatesh et
al. 2002)
Efficiency
My bank’s Self  Service Technology provides quick service with taking shorter waiting time (Al-Hawari et
al. 2009; and Miguel-Dávila et al. 2010)
Self  Service Technology of  my bank save my time (Ganguli and Roy 2010; S. Y. Kim and Lim 2001; and
Parasuraman et al. 2005)
My bank’s Self  Service Technology allows me to complete transactions quickly (Ganguli and Roy 2010; S.
Y. Kim and Lim 2001; and Parasuraman et al. 2005)
My bank’s self- service technology reduce the cost of  my activities with the bank (Mary Jo Bitner et al.
1997; and Yen 2005)
Reliability
I obtain accurate and error free service from my bank’s SST (H. H. Chang et al. 2009; Ganguli and Roy
2010; and Yang et al. 2004)
I can depend on the service provides over the bank’s SST (Expert insights)
My bank’s SST completes my transaction specified in designated time (Chang et al. 2009; Santos 2003;
Van Riel et al. 2003; and Yang et al. 2004)
My bank’s SST is reliable (Dabholkar and Bagozzi 2002; Ganguli and Roy 2010; and Yang et al. 2004)
Security
I feel safe using my bank’s SST(Ganguli and Roy 2010; Yang et al. 2004; and Kumar and Bose 2013)
Risk associated with my bank’s SST is low (Ganguli and Roy 2010; Li and Suomi 2009; and Yang et al.
2004)
Personal information exchanged over SST is not misused by bank (Ganguli and Roy 2010; and Yang et al.
2004)
Table 2. SST Quality and Satisfaction Items
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Convenience
My bank’s Self  Service Technology is accessible beyond regular business hours (Ganguli and Roy 2010;
and Meuter et al. 2000)
My bank’s SST provide allows me to do the transactions anywhere (Ganguli and Roy 2010; and Meuter
et al. 2000)
My bank’s SST is convenient(Ganguli and Roy 2010; and Meuter et al. 2000)
Satisfaction
Overall I’m satisfied with my bank’s SST (Chang et al. 2009; Özer et al. 2013; and Yen 2005)
I made the right decision to use my bank’s SST (Chang et al. 2009; and Cronin et al. 2000)
I can easily recommend my bank’s SST to my friends and others(Özer et al. 2013)
Table 2 (Continued)
Table 3. Reliability Statistics
Dimensions No Cronbach’s
of items Alpha
Reliability 5 0.756
Ease of use 3 Initially .688
and later .710
Security 3 0.738
Efficiency 3 0.857
Convenience 3 0.761
Satisfaction 3 0.701
used in testing any index, rather than relying
on a single validation procedure.’ Therefore,
construct items were reviewed by two aca-
demics who represent the behavioral aspects
of  technology and two IT managers to en-
sure the content and face validity. Construct
validity was assessed through factorial valid-
ity (Bannigan and Watson 2009) and this was
facilitated by exploratory factor analysis. In
particular, the study performed a Principal
Component Analysis (PCA) with varimax
rotation since it is similar to factor analysis.
PCA represents the larger number of relation-
ships among interval data in a more parsimo-
nious way (Leech et al. 2005). Initial investi-
gation of a correlation matrix of SST quality
structure, namely ease of  use, reliability, ef-
ficiency, convenience and security, revealed
the factorability and showed five interpret-
able components.
Secondly, Kaiser-Meyer-Olkin (KMO)
measure of sampling adequacy and Bartletts
Test of  Sphericity (BTS) were performed. The
Kaiser-Meyer-Olkin measure of sampling
adequacy was 0.663 (this was above the rec-
ommended value of  0.6) and Bartlett’s test
Except for the ease of use dimension, the
reliability of the results of other dimensions
were reported under the acceptable level at
the initial stage and items were modified to
make it more clear and understandable in
Sinhala language and so that modification
revealed the acceptable higher alpha value.
Accuracy of the measurement repre-
sents the validity. Firstly, Bannigan and
Watson (2009) cites McDowell and Newell
(1996): ‘A variety of  approaches should be
13
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of Sphericity was significant (2 (2161.865)=
171, p < 0.05). Thirdly, factor extraction was
performed and it was based on multiple cri-
teria namely Kaiser’s rule (eigenvalues >1
rule) and cumulative percent of  variance ex-
tracted. Accordingly, the five factor solution
resembled the proposed dimensions and ex-
plained 68.093 percent variance with 18.011
percent, 15.976 percent, 12.894 percent,
11.550 percent and 9.663 percent for effi-
ciency, ease of  use, reliability convenience
and security respectively. All the factor load-
ings were above the recommended cut of cri-
teria 0.40 (Hair et al. 2006) ranging from
0.631 to 0.902 suggesting five factors as pro-
posed by the researchers. Items and their re-
spective loadings on each dimension are given
in the Table 4.
Table 4. Principle Component Analysis
  Variable and Items 1 2 3 4 5
Efficiency          
E1 My bank’s Self  Service Technology provides quick
service with taking shorter waiting time 0.883
       
E2 Self  Service Technology of  my bank save my time 0.876
       
E3 My bank’s Self  Service Technology allows me to
complete transactions quickly 0.940        
 
E4 My bank’s self- service technology reduce the cost
of my activities with the bank 0.839        
 
Ease of Use          
E1 It is easy to become expert using Self  Service
Technology provided by my bank   0.792
E2 I find that my bank’s self-service technologies are
easy to use   0.831
E3 My bank’s self-service technologies has clear
instructions   0.675
E4 Self  Service Technology provided by my bank is
user-friendly   0.743
E5 Interacting with the system does not require a lot
of my mental effort   0.632      
Convenience          
C1 My bank’s Self  Service Technology is accessible
beyond regular business hours     0.898
C2 My bank’s SST provide allows me to do the
transactions anywhere     0.894
C3 My bank’s SST is convenient     0.902    
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Table 4 (Continued)
  Variable and Items 1 2 3 4 5
Reliability          
R1 I obtain accurate and error free service from my
bank’s SST       0.879
R2 I can depend on the service provides over the bank’s SST       0.682  
R3 My bank’s SST completes my transaction specified in
designated time       0.631
R4 My bank’s SST is reliable       0.831  
Security          
S1 I feel safe using my bank’s SST         0.801
S2 Risk associated with my bank’s SST is low         0.890
S3 Personal information exchanged over SST is not
misused by bank 0.729
Eignevalues 3.422 3.035 2.450 2.194 1.836
% of variance Explained 18.011 15.976 12.894 11.550 9.663
Results and Discussion
Descriptive Analysis
For the final survey, a total of  215 sur-
vey questionnaires were collected, while 145
questionnaires were eliminated. The survey
response rate was 59 percent (refer Table 3).
Usage behavioral data, along with the demo-
graphic data pertaining to respondents, that
were included in this study were as follows:
gender, age, educational status, occupation,
disposable income, mostly used SST, period
of  interaction with bank’s SST and activities
perform over the SST. Nevertheless, almost
64.65 percent respondents belonged to the
age level of 18-30. About half (49.30%) of
the total respondents were Ordinary Level
and Advanced Level qualified persons. About
63.25 percent of the respondents were em-
ployed in the private sector, 19.06 percent
were employed in the government sector and
9.30 percent of the respondents were self-
employed. The rest of the respondents
(8.37%) were unemployed. Regarding dispos-
able income, about 68.83 percent of the re-
spondents had an income of 25001-50000.
In terms of  usage, 75.34 percent of  the re-
spondents had less than six months’ experi-
ence with SMS banking and Internet banking
activities. Yet, more than one year experience
was reported with ATM and Automated Tele-
phone banking services. Respondents were
using more than one SST to interact with their
respective banks and ATM was recognized
as the most utilized SST banking (100%) fol-
lowed by SMS banking (79.06%), Internet
banking (44.65%) and Automated Telephone
Banking (33.02%) from the total sample.
Viewing account balance (100%), obtaining
money (100%), payment of utility bills (36%)
and fund transfer (21%) were represented as
the major banking SST activities among the
respondents (Table 5).
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Results
The primary concern of this study was
to assess the effect of SST quality dimensions
on customer satisfaction. Hence, multiple
regression analysis was conducted to test the
hypothesized relationships. Residuals were
checked for normality to assess the suitabil-
ity of  the regression model. Accordingly, SST
quality (Table 6) dimensions helped to explain
17 percent (adjusted R squared .154) of the
customers satisfaction. The regression model
was significant at 0.05 level (F (5,209)=
8.784). Further, post hoc power analysis was
conducted with GPower package (Faul et al.
2007) and revealed that power to detect ob-
tained effects at the 0.05 level was 0.99 for
the overall regression in prediction of satis-
faction.
The coefficient table shows (Table 6)
the contribution of each SST quality dimen-
sion in explaining customer satisfaction. The
predictor ease of use (b=0.009) was not sig-
nificant (P>0.05, t= 0.133). This has rejected
the first hypothesis (H1) formulated by the
researchers: ease of use of SST has a positive
effect on customer satisfaction towards service pro-
vided by commercial banks in Sri Lanka. Next,
the effect of reliability (b= 0.305) was a sig-
nificant (P<0.05, t= 4.784) predictor and it
was the major contributing variable for the
customer satisfaction. With that, the research-
ers have accepted the second hypothesis (H2):
Reliability of SST has a positive effect on customer
satisfaction towards service provided by commercial
banks in Sri Lanka. Predictor, security
(b=0.011) was not a significant variable
(P>0.005, t= 0.164). This has rejected the
fifth hypothesis (H5) formulated by the re-
searchers: Security of SST has a positive effect on
customer satisfaction towards service provided by
commercial banks in Sri Lanka. Yet, convenience
dimension (b=0.212) had a significant
Table 5. Demographic Attributes of  the
Sample
Attribute Frequency %
(n=215)
Gender
Male 151 70.2
Female 64 29.8
Age
18-30 139 64.65
31-50 51 23.72
Over 51 25 11.63
Educational Status
O/L & A/L 106 49.30
Diploma 60 27.91
Basic Degree 37 17.21
Postg raduate Degree 12 5.58
Profession
Self Employed       20 9.30
Employed in Private
Sector 136 63.26
Employed in Government
Sector 41 19.07
Unemployed 18 8.37
Monthly Income
Less than 25000 22 10.23
Between 25001-50000 148 68.84
Between 50001 -75000
SST Usage Experience
Less than 6 Months 162 75.3
Less than one year and 25 16.6
more than 6 months
More than one year 28 13
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(P<0.001, t= 3.363) positive effect on cus-
tomer satisfaction. It was the second major
contributing service quality dimension that
influenced customer satisfaction in self-ser-
vice technological environment of  banks. This
persuaded the researchers to accept the fourth
hypothesis (H4): Convenience of SST has a posi-
tive effect on customer satisfaction towards service
provided by commercial banks in Sri Lanka. Fi-
nally, efficiency dimension was having a nega-
tive (b= -0.137) significant (P<0.05, t = -
2.163) effect on customer satisfaction. There-
fore researchers rejected the third hypothesis
(H3): Efficiency of SST has positive effect on cus-
tomer satisfaction towards service provided by com-
mercial banks in Sri Lanka.
According to the results, the research-
ers have found that, among the selected bank-
ing self-service technology quality dimen-
sions, reliability and convenience dimensions
were having positive effects on customer sat-
isfaction. Yet, it was revealed that efficiency
dimension had a negative effect on customer
satisfaction. Other dimensions, security and
ease of use were found to be non-influential
quality dimensions of customer satisfaction.
Conclusion and Implications
Conclusion
This study attempted to build a scale to
measure perceived self-service technology
quality dimensions in the retail banking en-
vironment in Sri Lanka. Rather than consid-
ering each SST service environment sepa-
rately, this study was focused on all the SST
channels. Accordingly, the researchers pro-
posed five service quality dimensions con-
sidering all banking self-service technologies
and adopted the attribute base approach pro-
posed by Dabholkar (1996) to assess the qual-
ity of  self-service technology. It was found
that consumers evaluate service quality of
the SST of  banks by considering the efficiency,
ease of use, convenience, reliability and security.
This study considered efficiency as an impor-
tant attribute for evaluating the SST, though
other studies have not taken it into consider-
Table 6. Coefficients
Model Standardized 95.0% Confidence Interval
Coefficients t Sig. for B
Beta Lower Upper
Bound Bound
(Constant) 6.321 0.000 1.274 2.428
EaseofUse 0.009 0.133 0.895 -0.083 0.095
Reliability 0.305 4.784 0.000 0.110 0.265
Security 0.011 0.164 0.870 -0.092 0.109
Convenience 0.212 3.363 0.001 0.051 0.195
Efficiency -0.137 -2.163 0.032 -0.123 -0.006
R= 0.416,a R Square 0.173, Adjusted R Square 0.154, F =8.784, df1 5 and df2 209, P=0.000
b. Dependent Variable: Satisfaction
a. Predictors: (Constant), Efficiency, Ease of  Use, Convenience, Reliability, Security
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ation. PCA results i.e. identified attributes,
were complemented with the previous re-
search findings in the literature (Dabholkar
1996; Ganguli and Roy 2011; Lin and Hsieh
2011; Meuter et al. 2000; Oghazi et al. 2012;
Shamdasani et al. 2008; Venkatesh 2000; and
Yang et al. 2004; Yen 2005). In the second
part of  this study, the researchers tried to find
out the effect of SST quality dimensions on
customer satisfaction. Mainly it was revealed
that the quality of SST has an effect on cus-
tomer satisfaction and this was consistent
with the findings of the other research stud-
ies (Chang et al. 2009; and Dabholkar et al.
2000). This model helps to explain 17 per-
cent of the variance of customer satisfaction
(Cohen et al. 2003) and suggests acceptable
value for the social science research setting
(Gaur and Gaur 2009).
Further, this study assessed the effect
of separate SST quality dimensions on cus-
tomer satisfaction in order to explore the rela-
tive contribution to explain the explanatory
variable. Accordingly, regression analysis re-
vealed the importance of reliability and conve-
nience dimensions to create customer satisfac-
tion. Reliability of  the service was largely
ensured through the perceived completion of
the transaction in the SST environment
equivalent to the traditional service environ-
ment. This ensured the customer satisfaction.
Customer satisfaction was also driven by con-
venience provided by the banks’ SST which
ultimately provides accessibility to the bank
beyond the regular business hours from any-
where in the country. Further, dimensions of
ease of use and security had no significant ef-
fect on customer satisfaction. This was simi-
lar to the findings of Chang and Chang (2013)
where they have found that perceived secu-
rity have no effect on intention to use the
online financial services. Despite that, this
study has produced contradictory findings.
This was the negative effect of efficiency on
customer satisfaction. The reason for this may
be that customers do not need to save their
money or save their time by accessing the
bank’s SST since it provides basic services
to them. This was somewhat similar to the
idea of Buell et al. (2010) and the authors
cite Hitt and Frei (2002) studies have found
high customer time involvement in the online
environment compared to the offline envi-
ronment. Therefore, it can be concluded that
money saving as well as time saving do not
contribute to the customer satisfaction in the
self-service environment but contribute nega-
tively. Further this study contributed to the
current literature. Mainly, it viewed the ser-
vice quality as a multidimensional concept
and supported the existing literature. In ad-
dition to that, studies which capture the ge-
neric quality of  all the self-service channels
are limited. Many researchers have made it
their priority to study service quality of  the
internet based self-service while limiting the
investigation into other service channels.
Further, many of the studies of SST quality
assessments were conducted in developed
countries and not in developing countries.
Given that, this study was confined to Sri
Lanka which is recognized as a developing
country. Therefore, this study filled the gaps
in the current literature by providing insights
from growing economic perspectives.
Implications
From managerial perspectives, this
study provides banking marketing managers
and supportive IT managers a theoretical in-
sight into the quality levels of SST banking
activities. This ultimately helps them to re-
consider their approaches. Continuous main-
tenance and effective communication should
be there to maintain the reliability as well as
convenience of  the service delivered over the
Gunawardana and Perera
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banks SST which ultimately increase the cus-
tomer satisfaction. Reliability of  the service
can be enhanced through providing accurate
presentations of figures and facts through
enhancing the technical functionalities of the
systems. Convenience can be enhanced by es-
tablishing more ATM machines and Kiosks
in different locations in the country as well
as by providing common ATM platforms to
users by merging system of  different banks.
Despites that, managers need to increase the
perceived ease of use and perceived security
of the system.
Research Limitations and Future
Research
There are several limitations of this
study and they should be considered before
interpreting the research findings. Mainly, this
study was limited to Western Province in Sri
Lanka and consideration should be given to
this aspect while generalizing the findings. In
addition to that, the study was limited to six
banks in Sri Lanka but there are other for-
eign and domestic banks which offer self-ser-
vice banking facilities to the Sri Lankan cus-
tomers. This will limit the ability to general-
ize the findings. In addition to that, this study
was confined to assessing the generic self-
service technologies rather than the specific
self-service technology quality such as call
center service quality, SMS banking service
quality, and Internet banking service quality
etc. separately. It is recognized that each of
the services associates with different tech-
nologies and different quality perception
(Kumar  and Bose 2013). This broader per-
spective was not addressed through this study.
Other than the service quality, there are other
factors which determine customer satisfac-
tion in the retail banking environment. These
factors were not tested and observed in this
research. Managers and other strategists
should consider getting the customer engage-
ment on designing the self-service technol-
ogy channels for their banks and this will ul-
timately help them to respond to the customer
needs better than their competitors. Finally,
this study was limited to the retail banking
sector and this selection of one industry made
the findings limited in terms of  building up a
general picture of  usage of  self-service tech-
nology within the Sri Lankan environment.
This study sheds light on the other stud-
ies. Mainly, other than the dimensions identi-
fied, there are other attributes that could in-
fluence evaluating self-service technology.
Therefore, future researchers can find and
validate other attributes that customers use
to judge the service quality in self-service
technological environments. Self-service
technologies are also increasingly being
adopted by the business to business sector in
their transactions (Meuter et al. 2000) and
therefore studies can extend to business to
business environments too. It is also impor-
tant to understand the factors that influence
customers to adopt self-service technologies
in the banking environment rather than us-
ing traditional banking services. Additional
research also can be carried out to examine
the quality-loyalty relationship as a whole to
shed more light on e-service quality and its
behavioral consequences. Introduction of
self-service technologies increases the dis-
tance of  customers from the service organi-
zations and therefore the implications of dis-
tancing a customer from the interpersonal
service delivery also can be studied.
19
Gadjah Mada International Journal of Business – January-April, Vol. 17, No. 1, 2015
References
Al-Hawari, M. A. 2011. Automated service quality as a predictor of  customers’ commitment: A practical
study within the UAE retail banking context. Asia Pacific Journal of  Marketing and Logistics 23 (3):
346–66.
Al-Hawari, M. A., T. Ward, and L. Newby. 2009. The relationship between service quality and retention
within the automated and traditional contexts of  retail banking. Journal of  Service Management 20 (4):
455–72. doi:10.1108/09564230910978539.
Al-Hawari, M. A., N. Hartley, and T. Ward. 2005. Measuring banks’ automated service quality: A confir-
matory factor analysis approach. Marketing Bulletin 16: 1–19.
Al-Hawari, M. A., and T. Ward. 2006. The effect of  automated service quality on Australian banks’
financial performance and the mediating role of  customer satisfaction. Marketing Intelligence and
Planning 24 (2): 127–47. doi:10.1108/02634500610653991.
Al-Sawalqa, F. 2012. Customers’ financial needs satisfaction and self-service technology banking: The case
of  automatic teller machines (ATMs) in Jordan. International Journal of  Business and Social Science 3 (9):
191–200.
Anderson, D., D. Sweeney, and T. Williams. 2011. Essentials of  Modern Business Statistics with Microsoft Excel
(5th ed.). Cengage Learning. http://www.cengage.com/search/productOverview.do;
jsessionid=45BEF980D6754C40930FC56D5756B9CC?N=
11&Ntk=all|P_Isbn13&Ntt=9780840062383&Ntx=mode+matchallpartial.
Anderson, E. W., C. Fornell, and D. R. Lehmann. 1994. Customer satisfaction, market share, and profit-
ability: Findings from Sweden. Journal of  Marketing 58: 53–66. doi:10.2307/1252310.
Andreassen, T. W. 2000. Antecedents to satisfaction with service recovery. European Journal of  Marketing 34
(1/2): 156–75. doi:10.1108/03090560010306269.
Baker, D. A., and J. L. Crompton. 2000. Quality, satisfaction and behavioral intentions. Annals of  Tourism
Research 27: 785–804. doi:10.1016/S0160-7383(99)00108-5.
Bannigan, K., and R. Watson. 2009. Reliability and validity in a nutshell. Journal of  Clinical Nursing 18 (23):
3237–43. doi:10.1111/j.1365-2702.2009.02939.x.
Bateson, J. E. G. 1985. “Self-service consumer: An exploratory study. Journal of  Retailing 61: 49–76.
Beatson, A., N. Lee, and L. V. Coote. 2007. Self-service technology and the service encounter. The Service
Industries Journal. doi:10.1080/02642060601038700.
Bitner, M. J., S. W. Brown, and M. L. Meuter. 2000. Technology infusion in service encounters. Journal of
the Academy of Marketing Science 28 (1): 138–49. doi:10.1177/0092070300281013.
Bitner, M. J. 1990. Evaluating service encounters: The effects of  physical surroundings and employee
responses. The Journal of  Marketing: 69–82.
Acknowledgement
Researchers would like to pay special appreciation for advises provided by Dr.C.N.
Wickramasinghe for the subsequent development of  this paper.
Gunawardana and Perera
20
Bitner, M. Jo, W. T. Faranda, A. R. Hubbert, and V. A. Zeithaml. 1997. Customer contributions and roles
in service delivery. International Journal of  Service Industry Management 8 (3): 193–205.
Bobbitt, L. M., and P. A. Dabholkar. 2001. Integrating attitudinal theories to understand and predict use
of  technology-based self-service: The internet as an illustration. International Journal of  Service Indus-
try Management 12 (5): 423–50. doi:10.1108/EUM0000000006092.
Buell, R. W., D. Campbell, and F. X. Frei. 2010. Are self-service customers satisfied or stuck? Production and
Operations Management 19 (2): 679–97. doi:10.1111/j.1937-5956.2010.01151.x.
Chang, C-C., and P. C. Chang. 2013. A study on Taiwan consumers’ adoption of  online financial services.
Asia Pacific Management Review 18: 197–220. doi:10.6126/APMR.2013.18.2.05.
Chang, H-H., Y-H. Wang, and W-Y. Yang. 2009. The impact of  e-service quality, customer satisfaction
and loyalty on e-marketing: Moderating effect of  perceived value. Total Quality Management and
Business Excellence 20 (4): 423–43. doi:10.1080/14783360902781923.
Cheng, B-L., Z. Abdul, and Md. Z. Abdul Rashid. 2013. Service quality and the mediating effect of
corporate image on the relationship between customer satisfaction and customer loyalty in the
Malaysian hotel industry. Gadjah Mada International Journal of  Business 15 (2): 39–51. http://
eds.b.ebscohost .com/eds/pdfv iewer/pdfv iewer?sid=3199ff67-cfd0-4b6a-a9ed-
70cf309f5407%40sessionmgr110&vid=18&hid=109.
Cohen, P., J. Cohen, S. G. West, and L. S. Aiken. 2003. Applied Multiple Regression / Correlation Analysis for the
Behavioral Sciences (2nd ed.). Hillsdale NJ Lawrence Erlbaum Associates. http://books.google.com/
books?hl=de&lr=&id=fuq94a8C0ioC&pgis=1.
Collier, J. E., and S. E. Kimes. 2012. Only if  it is convenient: Understanding how convenience influences
self-service technology evaluation. Journal of  Service Research 16 (1): 39–51. doi:10.1177/
1094670512458454.
Collier, J. E., and D. L. Sherrell. 2010. Examining the influence of  control and convenience in a self-
service setting. Journal of  the Academy of  Marketing Science 38 (4): 490–509. doi:10.1007/s11747-009-
0179-4.
Cronin, J., M. Brady, G. Hult, and M. Tomas. 2000. Assessing the effects of  quality, value, and customer
satisfaction on consumer behavioral intentions in service environments. Journal of  Retailing 76: 193–
218. doi:10.1016/s0022-4359(00)00028-2.
Curran, J. M., M. L. Meuter, and C. F. Surprenant. 2003. Intentions to use self-service technologies: A
confluence of  multiple attitudes. Journal of  Service Research 5 (3): 209–24. doi:10.1177/
1094670502238916.
Dabholkar, P. A, C. D. Shepherd, and D. I. Thorpe. 2000. A comprehensive framework for service
quality: An investigation of  critical conceptual and measurement issues through a longitudinal study.
Journal of  Retailing 76 (2): 139–73. doi:10.1016/S0022-4359(00)00029-4.
Dabholkar, P. A. 1996. Consumer evaluations of  new technology-based self-service options: An investi-
gation of  alternative models of  service quality. International Journal of  Research in Marketing 13: 29–
51. doi:10.1016/0167-8116(95)00027-5.
Dabholkar, P. A., and R. P. Bagozzi. 2002. An attitudinal model of  technology-based self-service: Mod-
erating effects of  consumer traits and situational factors. Journal of  the Academy of  Marketing Science
30: 184–201. doi:10.1177/0092070302303001.
Darren, G., and P .Mallery. 1999. SPSS for Windows Step by Step: A Simple Guide and Reference.
21
Gadjah Mada International Journal of Business – January-April, Vol. 17, No. 1, 2015
Darsono, L. I., and C. M. Junaedi. 2006. An examination of  perceived quality, satisfaction, and loyalty
relationship: Applicability of  comparative and noncomparative evaluation. Gadjah Mada Interna-
tional Journal of  Business 8 (3): 323–42.
Davis, F. D., R. P. Bagozzi, and P. R. Warshaw. 1989. User acceptance of  computer technology: A com-
parison of  two theoretical models. Management Science 35 (8): 982–1003. doi:10.1287/mnsc.35.8.982.
Davis, F. D. 1986. A technology acceptance model for empirically testing new end-user information
systems: Theory and results. Doctoral Dissertation. Sloan School of  Management MIT. http://
dspace.mit.edu/handle/1721.1/15192.
Devaraj, S., M. Fan, and R. Kohli. 2002. Antecedents of  B2C channel satisfaction and preference: Validat-
ing e-commerce metrics. Information Systems Research 13 (3): 316–33.
Ding, D. X., P. J-H. Hu, and O. R. L. Sheng. 2011. E-SELFQUAL: A scale for measuring online self-
service quality. Journal of  Business Research 64 (5): 508–15. doi:10.1016/j.jbusres.2010.04.007.
Dixit, N., and S. K. Datta. 2010. Acceptance of  e-banking among adult customers: An empirical investi-
gation in India. Journal of  Internet Banking and Commerce 15: 1–17.
El-Kasheir, D., A. S. Ashour, and O. M. Yacout. 2009. Factors affecting continued usage of  internet
banking among Egyptian customers. Communications of  the IBIMA: 252–63.
Eriksson, K., and D. Nilsson. 2007. Determinants of  the continued use of  self-service technology: The
case of  internet banking. Technovation 27 (4): 159–67. doi:10.1016/j.technovation.2006.11.001.
Faul, F., E. Erdfelder, A-G. Lang, and A. Buchner. 2007. G*Power 3: A flexible statistical power analysis
program for the social, behavioral, and biomedical sciences. Behavior Research Methods 39: 175–91.
doi:10.3758/BF03193146.
Fornell, C.. 1992. A national customer satisfaction barometer: The swedish experience. Journal of  Market-
ing 1 (56): 6–21. doi:10.2307/1252129.
Fournier, S., and D. G. Mick. 1999. Rediscovering satisfaction. Journal of  Marketing 63 (4): 5–23. doi:10.2307/
1251971.
Ganguli, S., and S. K. Roy. 2010. Service quality dimensions of  hybrid services. Managing Service Quality 20
(5): 404–24.
Ganguli, S., and S. K. Roy. 2011. Generic technology-based service quality dimensions in banking: Impact
on customer satisfaction and loyalty. International Journal of  Bank Marketing 29 (2): 168–89. doi:10.1108/
02652321111107648.
Gaur, A. S., and S. S. Gaur. 2009. Statistical Methods for Practice and Research: A Guide to Data Analysis Using
SPSS (B-42). Panchsheel Enclave, New Delhi 110 017 India: SAGE Publications India Pvt Ltd.
doi:10.4135/9788132108306.
Gefen, D., and D. W. Straub. 2000. The relative importance of  perceived ease of  use in IS adoption: A
study of  e-commerce adoption. Journal of  the Association for Information Systems 1 (1). http://
aisel.aisnet.org/jais/vol1/iss1/8.
George, A., and G. S. G. Kumar. 2014. Impact of  service quality dimensions in internet banking on
customer satisfaction. Decision 41 (1): 73–85. doi:10.1007/s40622-014-0028-2.
Gliem, J., and R. Gliem. 2003. Calculating, interpreting, and reporting cronbach’s alpha reliability coeffi-
cient for Likert-Type Scales. Midwest Research to Practice Conference in Adult, Continuing, and Community
Education: 82–88. doi:10.1109/PROC.1975.9792.
Gunawardana and Perera
22
Hair, J. F., B. Black, B. Babin, R. E. Anderson, and R. L. Tatham. 2006. Multivariate Data Analysis (6th ed.).
Upper Saddle River, NJ [etc.]/ : Pearson Prentice Hall.
Hitt, L. M., and F. X. Frei. 2002. Do better customers utilize electronic distribution channels? The case of
PC banking. Management Science. doi:10.1287/mnsc.48.6.732.188.
Ho, S-H., and Y-Y. Ko. 2008. Effects of  self-service technology on customer value and customer readi-
ness: The case of  internet banking. Internet Research. doi:10.1108/10662240810897826.
Johnson, D. S., F. Bardhi, and D. T. Dunn. 2008. Understanding how technology paradoxes affect cus-
tomer satisfaction with self-service technology: The role of  performance ambiguity and trust in
technology. Psychology and Marketing 25: 416–43. doi:10.1002/mar.20218.
Kim, S. Y., and Young Jun Lim. 2001. Consumers’ perceived importance of  and satisfaction with internet
shopping. Electronic Markets 11 (3): 148–54. doi:10.1080/101967801681007988.
Kim, S., and L. Stoel. 2004. Dimensional hierarchy of  retail website quality. Information and Management 41:
619–33. doi:10.1016/j.im.2003.07.002.
Kumar, V. V. R., and S. K. Bose. 2013. Adoption of  self  service technologies (SST)-A study on the
intention of  management students to use internet banking services. Journal of  Contemporary Research
in Management 8 (1): 47–58.
Ledingham, J. A. 1984. Are consumers ready for the information age. Journal of  Advertising Research 24 (4):
31–37.
Lee, G-G., and H-F. Lin. 2005. Customer perceptions of  e-service quality in online shopping. International
Journal of  Retail and Distribution Management. doi:10.1108/09590550510581485.
Lee, H. J., A. Fairhurst, and H. J. Cho. 2011. Gender differences in consumer evaluations of  service
quality: Self-service kiosks in retail. The Service Industries Journal. doi:10.1080/02642069.2011.614346.
Lee, H-J., A. E. Fairhurst, and M-Y. Lee. 2009. The importance of  self-service kiosks in developing
consumers’ retail patronage intentions. Managing Service Quality 19 (6): 687–701. doi:10.1108/
09604520911005071.
Leech, N. L., K. C. Barrett, and G. A. Morgan. 2005. SPSS for Intermediate Statistics: Use and Interpretation.
Psychology Press.
Li, H., and R. Suomi. 2009. A proposed scale for measuring e-service quality. International Journal of  U- and
E-Service, Science and Technology 2: 1–10. http://www.researchgate.net/publication/
31598134_A_proposed_scale_for_measuring_e-service_quality/file/9fcfd508927437582e.pdf.
Liljander, V., A. C. R. van Riel, and M. Pura. 2002. Customer satisfaction with e-services: The case of  an
online recruitment portal. Electronic Services: 407–32. Springer. doi:10.1007/978-3-8349-4418-4.
Lin, J-S. C., and P-L. L. Hsieh. 2011. Assessing the self-service technology encounters: Development and
validation of  SSTQUAL scale. Journal of  Retailing 87 (2): 194–206. doi:10.1016/j.jretai.2011.02.006.
McDowell, I., and C. Newell. 1996. Measuring Health: A Guide to Rating Scales and Questionnaires (2nd ed.).
Oxford University Press.
Meuter, M. L., M. J. Bitner, A. L. Ostrom, and S. W. Brown. 2005. Choosing among alternative service
delivery modes: An investigation of  customer trial of  self-service technologies. Journal of  Marketing.
doi:10.1509/jmkg.69.2.61.60759.
Meuter, M. L., A. L. Ostrom, R. I. Roundtree, and M. J. Bitner. 2000. Self-service technologies: Under-
standing customer satisfaction with technology-based service encounters. Journal of  Marketing.
doi:10.1509/jmkg.64.3.50.18024.
23
Gadjah Mada International Journal of Business – January-April, Vol. 17, No. 1, 2015
Miguel-Dávila, J. Á., L. Cabeza-García, L. Valdunciel, and M. Flórez. 2010. Operations in banking: The
service quality and effects on satisfaction and loyalty. The Service Industries Journal. doi:10.1080/
02642060903289936.
Mols, N. P. 1998. The internet and the banks’ strategic distribution channel decisions. Internet Research.
doi:10.1108/10662249810231087.
Nguyen, N. T., T. T. Tran, and C. N. Wang. 2014. An empirical study of  customer satisfaction towards
bank payment card service quality in Ho Chi Minh banking branches. International Journal of  Econom-
ics and Finance 6 (5). doi:10.5539/ijef.v6n5p170.
Oghazi, P., R. Mostaghel, M. Hultman, and V. Parida. 2012. Antecedents of  technology-based self-service
acceptance: A proposed model. Services Marketing Quarterly. doi:10.1080/15332969.2012.689937.
Oliver, R. L. 1993. Cognitive, affective, and attribute bases of  the satisfaction response. Journal of  Consumer
Research. doi:10.1086/209358.
Oliver, R. 1980. A cognitive model of  the antecedents and consequences of  satisfaction decisions. Journal
of Marketing Research XVII (4): 460–70. doi:10.2307/3150499.
Orel, F. D., and A. Kara. 2014. Supermarket self-checkout service quality, customer satisfaction, and
loyalty: Empirical evidence from an emerging market. Journal of  Retailing and Consumer Services 21 (2):
118–29. doi:10.1016/j.jretconser.2013.07.002.
Özer, A., M. T. Argan, and M. Argan. 2013. The effect of  mobile service quality dimensions on customer
satisfaction. Procedia-Social and Behavioral Sciences 99: 428–38.
Pan, Y., and G. M. Zinkhan. 2006. Exploring the impact of  online privacy disclosures on consumer trust.
Journal of  Retailing 82: 331–38. doi:10.1016/j.jretai.2006.08.006.
Parasuraman, A. 2000. Technology readiness index (TRI): A multiple-item scale to measure readiness to
embrace new technologies. Journal of  Service Research. doi:10.1177/109467050024001.
Parasuraman, A., V. A. Zeithaml, and A. Malhotra. 2005. E-S-QUAL a multiple-item scale for assessing
electronic service quality. Journal of  Service Research 7 (3): 213–33. http://jsr.sagepub.com/content/
7/3/213.short.
Parasuraman, A., V. Zeithaml, and L. Berry. 1988. SERVQUAL: A multiple-item scale for measuring
consumer perceptions of  service quality. Journal of  Retailing 64: 12–40.
Santos, J. 2003. E-service quality: A mjodel of  virtual service quality dimensions. Managing Service Quality.
doi:10.1108/09604520310476490.
Schumann, J. H., N. V. Wünderlich, and F. Wangenheim. 2012. Technology mediation in service delivery:
A new typology and an agenda for managers and academics. Technovation 32: 133–43. doi:10.1016/
j.technovation.2011.10.002.
Sekaran, U., and R. Bougie. 2010. Research Methods for Business: A Skill Building Approach (5TH ed.). John
Wiley & Sons. http://books.google.lk/books?id=a__YI3TJQuAC.
Shamdasani, P., A. Mukherjee, and N. Malhotra. 2008. Antecedents and consequences of  service quality in
consumer evaluation of  self-service internet technologies. The Service Industries Journal 28 (1): 117–
38. doi:10.1080/02642060701725669.
Thalgodapitiya, R., and A. Bhoumik. 2012. The Sri Lankan Banking Sector. Special Report.
Van Riel, A., J. Semeijn, and W. Janssen. 2003. E-service quality expectations: A case study. Total Quality
Management and Business Excellence. doi:10.1080/1478336032000047255.
Gunawardana and Perera
24
Venkatesh, V. 2000. Determinants of  perceived ease of  use: Integrating control, intrinsic motivation, and
emotion into the technology acceptance model. Information Systems Research 11: 342–65. doi:10.1287/
isre.11.4.342.11872.
Venkatesh, V., C. Speier, and M. G. Morris. 2002. User acceptance enablers in individual decision making
about technology: Toward an integrated model. Decision sciences 33: 297–316. doi:10.1111/j.1540-
5915.2002.tb01646.x.
Verhoef, P. C., K. N. Lemon, A. Parasuraman, A. Roggeveen, M. Tsiros, and L. A. Schlesinger. 2009.
Customer experience creation: Determinants, dynamics and management strategies. Journal of  Re-
tailing 85: 31–41. doi:10.1016/j.jretai.2008.11.001.
Wang, M. C-H. 2012. Determinants and consequences of  consumer satisfaction with self-service technol-
ogy in a retail setting. Managing Service Quality.
Weijters, B., N. Schillewaert, D. Rangarajan, and T. Falk. 2005. Customers’ usage of  self  service technol-
ogy in a retail setting. Vlerick Leuven Gent Working Paper Series 2005/19:  1–37. http://
public.vlerick.com/publications/0e522f07-6aa9-e011-8a89-005056a635ed.pdf.
Weijters, B., D. Rangarajan, T. Falk, and N. Schillewaert. 2007. Determinants and outcomes of  customers’
use of  self-service technology in a retail setting. Journal of  Service Research. doi:10.1177/
1094670507302990.
Yang, Z., M. Jun, and R. T. Peterson. 2004. Measuring customer perceived online service quality: Scale
development and managerial implications. International Journal of  Operations and Production Manage-
ment 24 (11): 1149–74.
Yen, H. R. 2005. An attribute-based model of  quality satisfaction for internet self-service technology. The
Service Industries Journal 25 (5): 641–59. doi:10.1080/02642060500100833.
Zeithaml, V. A., A. Parasuraman, and A. Malhotra. 2002. An Empirical Examination of  the Service Quality—
Value-Loyalty Chain in an Electronic Channel. NC.
Zhu, Z., C. Nakata, K. Sivakumar, and D. Grewal. 2013. Fix it or leave it? Customer recovery from self-
service technology failures. Journal of  Retailing 89: 15–29. doi:10.1016/j.jretai.2012.10.004.
25
Gadjah Mada International Journal of Business – January-April, Vol. 17, No. 1, 2015
Gadjah Mada International Journal of Business
Vol. 17, No. 1 (January-April 2015): 25-45
* Corresponding author’s e-mail: abdelghani.mo@gmail.com
ISSN: 1141-1128
http://journal.ugm.ac.id/gamaijb
Factors Influencing the Yemeni Customers’ Intention
to Adopt Takaful Products
Abdelghani Echchabi a* and Abdullah Mohammed Ayedh b
aCollege of  Business, Effat University, Jeddah, Saudi Arabia
bFaculty of Economics and Muamalat, Islamic Science University of Malaysia, Negeri Sembilan, Malaysia
Abstract: The purpose of  this study is to examine the Yemeni customers’ intention to adopt takaful
products, and to explore the potential factors that influence their decision. This study applies SEM and
one sample t-test to analyse the collected data. The results indicate that among the factors included in this
study, only compatibility positively and significantly affects the adoption intention. This is the first study
that addresses the adoption of  Takaful products in Yemen and the factors that influence it. Furthermore,
this study extends the Innovations Diffusion Theory (IDT) by applying it to a different setting.
Abstrak: Tujuan dari penelitian ini adalah untuk menguji niat pelanggan Yaman ‘untuk mengadopsi produk
takaful, dan untuk mengeksplorasi faktor-faktor potensial yang mempengaruhi keputusan mereka. Penelitian
ini menggunakan SEM dan satu sampel t-test untuk menganalisis data yang dikumpulkan. Hasilnya
menunjukkan bahwa diantara factor-faktor yang termasuk dalam penelitian ini, hanya kompatibilitas positif
dan signifikan yang mempengaruhi niat adopsi. Penelitian ini adalah studi pertama yang membahas penerapan
produk takaful di Yaman dan faktor-faktor yang mempengaruhinya. Selain itu, penelitian ini memperluas
Teori Inovasi-inovasi Difusi (IDT) dengan menerapkannya pada pengaturan yang berbeda.
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 JEL classification: D1, M3, M5
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Introduction
With increasing risks associated with
fast economic and social development, insur-
ance operations become crucial. Despite the
popularity and high demand for insurance
products worldwide, they have a relatively
low level of penetration in the Muslim world.
This low level of penetration applies to most
of  the Muslim countries. However, it is more
apparent in the case of  Yemen (Schwefel
2011). This situation initially indicates that
there is a great potential for takaful among
Muslim customers in Yemen and similar set-
tings.
It is worth noting that Yemeni people
are religiously-oriented, therefore it is
hypothesised that the Islamic aspect of any
product or service offered initially matters to
them. For instance, when a Yemeni conven-
tional insurance company by the name
“United Insurance” introduced takaful prod-
ucts in 2008, around 80 percent of the exist-
ing customers changed to takaful (Saif 2012).
Furthermore, Saif  (2012) argued that
the insurance sector realized the importance
of  takaful products in terms of  attracting
Yemeni customers and investors. This has
therefore led the insurance companies, as well
as some Yemeni Islamic banks, to introduce
takaful products and to launch new takaful
companies and subsidiaries.
Currently, the total worldwide takaful
premiums covering life and non-life contracts
are expected to reach USD7.4 billion by 2015
(Aziz et al. 2011). Nevertheless, a basic re-
quirement for the future growth of the takaful
industry is the positive perception and accep-
tance of takaful products as an alternative to
the existing conventional insurance products.
Hence, extensive studies on customers’ in-
tention to adopt takaful products are highly
required in this context i.e. Yemen, which
carries much of the Islamic heritage and tra-
ditions.1
Accordingly, various studies have em-
pirically investigated customers’ intention to
adopt takaful products in several contexts. A
majority of these studies were conducted in
South East Asian and European countries.
Specifically, Rahman et al. (2008) examined
Malaysian undergraduate students’ purchas-
ing behaviour regarding takaful/insurance
products. They emphasised five main factors,
namely: services delivery, services provision,
reputation, electronic services and conve-
nience. By applying paired sample t-test to a
sample of 537 undergraduate students, the
findings showed that the undergraduate stu-
dents opine that insurance products are bet-
ter than takaful products in all the aforemen-
tioned dimensions. Nevertheless, when reli-
giosity is included in the model, the findings
revealed that it is ranked highest among the
remaining dimensions. Furthermore, their
findings indicated that there is a tendency for
the respondents to be willing to shift to takaful
products for their future contracts.
In the same context, Rahim and Amin
(2011) investigated the factors influencing
takaful acceptance among Malaysian custom-
ers, focusing on attitude, subjective norm,
amount of  information (AOI), and accep-
tance of takaful. Their sample included 176
respondents and applied multiple regression
analysis. Their results showed that attitude,
subjective norm, and AOI are influential pre-
dictors of takaful acceptance in Malaysia.
Furthermore, Aziz et al. (2011) studied
the government servants’ perception of  mo-
1 http://whc.unesco.org/en/list/385 retrieved on 13 December, 2013
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tor takaful, covering a sample of 300 respon-
dents and applying multiple regression and
Pearson correlation analyses. Their model was
based on four main explanatory variables,
namely, product knowledge, awareness, ad-
vertising and benefit of the product. The re-
sults indicated that all the aforementioned
explanatory variables significantly influence
the level of acceptance of motor takaful prod-
ucts by Malaysian government employees.
The latter was found to be positive.
Ayinde and Echchabi (2012) examined
the Malaysian customers’ willingness to adopt
takaful products as well as the factors that
may influence their behaviour, covering a
sample of 200 respondents and applying
Structural Equation Modelling (SEM) and t-
test. The findings indicated that the Malay-
sian customers are willing to adopt takaful
products, and their decision depends on two
factors i.e. compatibility and awareness.
In addition, Razak et al. (2013) at-
tempted to identify the level of acceptance
of takaful products among Malaysian com-
munities and to determine the important fac-
tors that influence Malaysians to purchase
takafulproducts, covering a sample of 100
respondents. The results emphasised five
main explanatory variables, namely, percep-
tion, product features, promotion, benefit and
service quality. The results indicated that all
the variables included in the model are sig-
nificantly affecting the level of acceptance
of  takaful products. Furthermore, the results
showed a high level of acceptance of takaful
products in Malaysia.
In a different context, Bashir and Mail
(2011) examined the customers’ perception
of  takaful products in Brunei Darussalam.
The authors studied a sample of 100 respon-
dents and applied descriptive statistics. Their
findings showed that the most common is-
sue encountered by the takaful policyholders
is the long and complicated claiming process.
On the other hand, Echchabi and
Echchabi (2013) investigated the level of
acceptance of takaful products among French
Muslims, and the factors that influence their
decisions, using a sample of 100 respondents
and applying SEM and t-test. Their findings
indicated that subjective norm has a positive
influence on the attitude towards takaful prod-
ucts. Furthermore, attitude and perceived
behavioral control were found to have a posi-
tive influence on the intention to adopt these
products. Finally, the French Muslims have
shown strong willingness to adopt takaful
products as an alternative to the existing con-
ventional insurance products depending on
the aforementioned dimensions.
Finally, Coolen-Maturi (2013) examined
the demand for takaful products among Mus-
lims in the UK, using a sample of 230 re-
spondents. Their results showed that there is
a lack of awareness about takaful among
Muslims in the UK. Furthermore, the respon-
dents preferred to buy takaful policies through
banking institutions rather than the indepen-
dent takaful institutions.
From the above studies it can be noted
that they were mostly conducted in Asia and
Europe, while none of the studies were con-
ducted in Arab countries, and particularly in
Yemen, which is a fast growing context for
takaful industry. Furthermore, they have used
different models, or based on different ex-
planatory factors. This fact has led to a mix-
ture of findings and conclusions regarding
similar issues. In contrast, this study attempts
to lay the ground for a comprehensive frame-
work to be applied in the future studies on
this topic. For that matter, this study applies
an extended and adjusted version of the In-
novations Diffusion Theory (IDT) which is
Echchabi and Ayedh
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in line with the takaful products, and the
Yemeni setting. Using this framework, the
current study fills up the gap by examining
the Yemeni customers’ intention to adopt
takaful products, and the factors that may
potentially influence their decisions. Hence,
this is an attempt to answer two main ques-
tions, as follows:
1. Are the Yemeni customers intending to
adopt takaful products?
2. What are the factors that influence the
Yemeni customers’ intention to adopt
takaful policies?
The findings of this study have signifi-
cant implications for the theory, policy mak-
ers and practitioners, which will be discussed
in later sections. The remainder of  the paper
is organised as follows: Section 2 presents the
model applied in this study i.e. IDT. Section
3 explains the research methodology, includ-
ing the structure of  the instrument used and
the statistical tools applied in this study. Sec-
tion 4 discusses the main results, and finally
section 5 covers the implications, recommen-
dations and limitations of  this study.
Overview on the Islamic
Finance Regulations in Yemen
Islamic finance emerged in Yemen back
in 1996, whereby a first Islamic financial in-
stitution (IFI) by the name Islamic Bank of
Yemen for Finance and Investment (YSC)
was established by virtue of the Act number
21 of  the Yemeni commercial law, with ini-
tial capital of USD10 million. In the same
year, Tadhamon International Islamic Bank
(TIIB) was subsequently established with
capital of USD 93 million. Currently TIIB is
considered one of the largest Islamic banks
in Yemen with over 50 branches throughout
the country. In 1997, Saba Islamic Bank (SIB)
was subsequently established, and grew at a
fast pace to its present 18 branches in both
Yemen and Djibouti. Subsequently, Shamil
Bank of  Yemen and Bahrain (SBYB) was
established in 2002. In addition, there are four
conventional banks that established windows
to provide Islamic banking services i.e. bank
of  Yemen and Kuwait, Interntional Bank of
Yemen, Bank of  Yemen & Golf, and
CACBank (Central Bank of  Yemen 2009).
All these banks established Islamic windows
within the last three years only (Alsaid 2012).
One of the requirements to establish an
IFI in Yemen is to form a Shari’ah supervi-
sory board (SSB) comprising three to seven
members from the Shari’ah specialist schol-
ars in Figh al-Muamalat (Islamic commercial
jurisprudence). The Yemeni law of  Islamic
finance states that an SSB shall participate in
forming and approving the Islamic financial
products and it shall review the institution’s
transactions and make the decisions in ac-
cordance with the provisions of Shari’ah. In
addition, there is no clear regulation by the
Yemeni Central Bank with regard to the is-
sue of  SSB, and the requirement to maintain
SSB independence (Yemen Islamic Bank Law
2009).
Moreover, the Islamic finance law in
Yemen gives the decision making power to
the SSB as the IFI’s management has no rights
to compromise or refuse SSB decisions and
management is required by law to follow the
resolutions. The SSB shall issue an annual
report on the extent of  the IFI’s commitment
to and compliance with the Shari’ah teaching
and the extent of IFI commitment to the
Shari’ah audit guidance and distribute the re-
port to the shareholders. Finally, the SSB
members shall meet regularly and should dis-
close the number of meetings held annually
(Yemen Islamic Bank Law 2009).
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It is noteworthy that the Yemeni law
number 21, issued in 1996, was amended in
2009 under law number 16 to accommodate
the establishment of  IFIs in the country. This
law permits the establishment of  IFIs and
Islamic banking windows subject to the
Yemeni Central Bank approval. The latter is
also given depending on the financial prod-
ucts to be launched by these IFIs.
Research model and
Hypotheses Development
The products and services adoption,
especially for relatively new products and
services, has been extensively studied in the
existing literature through several models.
This includes theory of reasoned action
(Ajzen and Fishbin 1980), theory of planned
behaviour (Ajzen 1991), decomposed theory
of  planned behaviour (Taylor and Todd
1995), technology acceptance model (Davies
1989), innovations diffusion theory (Rogers
2003), etc.
These models were earlier used as the
basis for the studies on technology innova-
tions (Tan and Teo 2000; Teo and Pok 2003;
Fisher and Chu 2009; Sharma and Bock
2005; Taylor and Todd 1995; Shih and Fang
2004; Puschel et al. 2010; Nor 2005; To et
al. 2008; Al-Majali and Nik Mat 2010;
Hightower and Brightman 1994; Suki 2010;
Folorunso et al. 2010); however, recently,
they were further extended and adjusted to
study other products and services, such as
foodstuffs, banking services, insurance ser-
vices, etc. (Abdullah and Abdul Rahman
2007; Rammal and Zurbruegg 2007; Gerrard
and Cuningham 2003; Thambiah et al. 2010;
Ayinde and Echchabi 2012). Among these
models, IDT is the most widely applied and
tested across fields (Almobarraz 2007).
Rogers (2003, p. 12) defines innovation
as “an idea, practice, or project that is per-
ceived as new by an individual or other unit
of adoption.” The “newness” aspect in that
sense is relative, as innovations might have
been conceived for a long time, but it could
still be perceived as new compared to a longer
existing substitute. In the context of the cur-
rent study, the takaful industry is relatively
new compared to the long existing conven-
tional insurance industry. Hence, it is still
considered an innovation in this respect.
Hence, the “newness” characteristic
stimulates a process of three main steps iden-
tified by Rogers (2003) as knowledge, per-
suasion and decision. In this context, the pro-
cess starts by exposure to the innovation and
its main features in order to acquire the nec-
essary knowledge about it. This knowledge
about the innovation usually results in devel-
oping either a positive or negative attitude
about the innovation, and finally the poten-
tial adopter or group of adopters decide ei-
ther to adopt or reject the innovation based
on the first two steps.
IDT originally consisted of five main
dimensions, namely, relative advantage, com-
patibility, complexity, trialability and
observability. Rogers (2003, p. 229) defines
relative advantage as “the degree to which
an innovation is perceived as being better
than the idea it supersedes.” Compatibility is
defined as “the degree to which an innova-
tion is perceived as consistent with the exist-
ing values, past experiences, and needs of
potential adopters” (p. 15). Complexity refers
to “the extent to which an innovation is per-
ceived as relatively difficult to understand and
use” (p. 15). Trialability refers to the “degree
to which an innovation may be tried out prior
to final use” (p. 16). Finally, observability is
defined as “the degree to which the results
of  an innovation are visible to others” (p.16).
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The model was updated and adjusted
in the subsequent empirical studies, depend-
ing on the respective fields. In the specific
area of Islamic banking, Islamic finance, or
takaful, the studies have identified uncertainty,
social influence and awareness as potential
determinants of  Islamic banking and takaful
products adoption (Abdullah and Abdul
Rahman 2007; Thambiah et al. 2010;
Echchabi and Olaniyi 2012; Rammal and
Zurbruegg 2007). Particularly, uncertainty is
often considered a major obstacle to the adop-
tion of innovations (Sahin 2006), as the lat-
ter remains relatively new at the early stages
and its nature and features remain not fully
known by the potential adopters. On the
other hand, the decision of potential adopt-
ers to adopt or reject an innovation is gener-
ally dependent upon the influence of social
groups, such as family, peers, colleagues, etc.
Thus, the final model shown in Figure
1 includes five explanatory variables, namely,
uncertainty, relative advantage, compatibil-
ity, social influence and awareness. Among
these variables, only uncertainty is expected
to have a negative influence on behavioral
intention. Accordingly, the following hypoth-
eses are posited and further discussed.
The insurance business is commonly
associated with the uncertainty lying in the
future expectations (Economides 1982;
Guiso and Jappelli 1998). Though the takaful
industry operates under the Islamic principles
that ban Riba, and particularly Gharar and
Maysir, the customers’ association between
insurance industry and uncertainty might still
be entrenched (Echchabi and Aziz 2012).
Furthermore, the takaful products are still
relatively new, which implies that a number
of their features are still ambiguous to cus-
tomers (Matsawali et al. 2012). Hence, it is
hypothesised that uncertainty associated with
takaful products and their features has a nega-
tive effect on their adoption.
Figure 1. Research Model
Uncertainty
Relative
Advantage
Compability
Social
Influence
Awareness
Behavior
Intention
H1
H2
H3
H4
H5
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H1: Uncertainty has a negative influence on the
Yemeni customers’ intention to adopt takaful
products.
As far as relative advantage is con-
cerned, the conventional insurance products
relatively benefit from the long market exist-
ence compared to the takaful equivalent
(Salman 2014). However, the latter has a
number of unique features that give it a rela-
tive advantage over the former (Ayinde and
Echchabi 2012). For instance, the takaful
products provide their users with a more
prompt claim of deposits due to the flexibil-
ity of  the system. Furthermore, it equips its
users with the social prestige associated with
the Islamic principles of  takaful products.
More importantly, takaful promotes a sense
of solidarity among the users (Matsawali et
al., 2012). Hence, it is hypothesised that the
relative advantage of takaful over conven-
tional insurance regarding these dimensions,
has a positive influence on these products’
adoption.
H2: Relative advantage has a positive influence on
the Yemeni customers’ intention to adopt takaful
products.
Takaful is notably an insurance arrange-
ment that operates in line with the Shari’ah
principles (Hussain and Pasha 2011; Swartz
and Coetzer 2010). This dimension has been
identified in the literature as one of the main
criteria motivating customers to opt for
takaful rather than the conventional equiva-
lent (Abdullah et al. 2012; Ayinde and
Echchabi 2012). In addition, customers are
usually in search of  products and services
that are in line not only with their religious
beliefs, but also with their lifestyle and social
prestige (Langer 2014). Furthermore, the
Yemenis are known for their strong religious
orientation and social connectedness (Saif
2012). Hence, it is hypothesised that the com-
patibility of the takaful products with the re-
ligious beliefs, social prestige and lifestyle of
the customers has a positive influence on their
adoption of  these products.
H3: Compatibility has a positive influence on the
Yemeni customers’ intention to adopt takaful
products.
The Yemenis are commonly known for
their religious orientation and social connect-
edness (Saif 2012). These two dimensions
put together insinuate that the Yemenis’ de-
cisions are highly dependent upon their reli-
gious beliefs as well as the influence of their
social environment. As takaful products are
generically in compliance with the religious
beliefs of  the Yemenis, it is expected that the
social environment will favor them over their
conventional equivalent. Hence, it is
hypothesised that the social influence has a
positive influence on the Yemenis’ adoption
of  takaful products.
H4: Social influence has a positive influence on the
Yemeni customers’ intention to adopt takaful
products.
Awareness of  products and their fea-
tures is required prior to their adoption (Rob-
erts and Gregor 2005; Boztepe 2012). This
principle is also valid in the case of takaful
products, which have a number of features
that are relatively new and unique and thus
relatively unclear to customers (Ainley et al.
2007). These features range from the techni-
calities of  the structure to the simplest
mechanisms of  applications and claims.
Hence, it is hypothesised that awareness has
a positive influence on the adoption of takaful
products.
H5: Awareness has a positive influence on the
Yemeni customers’ intention to adopt takaful
products.
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As mentioned earlier, the Yemeni
people are religiously-oriented. Hence, the
Islamic aspect of  any product or service of-
fered initially matters to them. This proposi-
tion is supported by the experience of the
insurance company by the name of “United
Insurance” which introduced takaful products
in 2008. In that specific instance, around 80
percent of the existing customers changed to
takaful (Saif  2012). Furthermore, the insur-
ance sector realized the importance of takaful
products in attracting the Yemeni customers
and investors, and therefore led the insurance
companies, as well as some Yemeni Islamic
banks, to introduce takaful products and to
launch new takaful companies and subsidiar-
ies (Saif 2012). Hence, it is hypothesised that
the Yemeni customers are willing to adopt
takaful products.
H6: The Yemeni customers are willing to adopt
takaful products.
Methods
The current study focuses on the
Yemeni context. The target sample size was
200 respondents determined through the pre-
vious similar studies in this area (Mazanai and
Fatoki 2010; Ismail et al. 2013; Muhamat et
al. 2011, etc.). Out of the distributed ques-
tionnaires only 123 were properly and com-
pletely filled in and returned. Thus, a re-
sponse rate of over 61 percent was achieved.
Specifically, 39 percent of  the respondents
are using takaful products, while 61 percent
use conventional insurance products.
The survey questionnaire was designed
to collect information about the perception
of the customers toward the attributes of the
takaful as well as their intention to adopt and/
or continue using it in their future transac-
tions. For measuring this information, a Likert
type scaling was used (1 = Strongly Disagree
and 7 = Strongly Agree). 33 items were listed
in this section and most of them were de-
rived from the previous studies conducted in
other countries as highlighted above, as well
as from current takaful literature with neces-
sary adaptations made for the specific con-
text of  this study, mainly from Ayinde and
Echchabi (2012). The second section of the
questionnaire explored information about
respondents’ profiles, i.e. gender, age, mari-
tal status, employment status, etc. The ques-
tionnaire was made in English and was sub-
sequently translated into Arabic and distrib-
uted as such.
The data gathered were subsequently
analyzed using structural equation modelling
and one sample t-test. The choice of this
technique was inspired by Hair et al. (2010)
as well as from similar studies conducted in
this area. It is worth mentioning that the analy-
sis was done through AMOS 18 and SPSS
18.
The demographic information indicates
that 87.8 percent of the respondents are male,
while 12.2 percent are female. In terms of
age grouping, a majority of the respondents
are between 20 and 30 years i.e. around 61.8
percent, while the remaining 32.5 percent are
between 31 and 40 years. Overall, around
66.7 percent are married while the remaining
33.3 percent are single.
Regarding the level of education,
around 65.9 percent hold a bachelor’s degree,
20.3 percent hold a Master’s degree, and 11.4
percent hold a diploma. In terms of  occupa-
tion, 87 percent of the respondents are work-
ing in the private sector, and 9.8 percent are
students.
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Findings and Discussions
Reliability and Validity Measures
Prior to the structural model estimation
through Structural Equation Modelling
(SEM), a basic requirement is the analysis of
the model validity. The latter is made up of
four main elements, namely, convergent va-
lidity, discriminant validity, face validity, and
nomological validity.
Convergent validity refers to the require-
ment that the items measuring a given con-
struct should share a high proportion of  com-
mon variance. There are several tools to as-
sess convergent validity, including average
variance extracted (AVE), factor loadings, as
well as reliability measures (Cronbach Alpha
for this study) (Hair et al., 2010). Accordingly,
it is suggested that a Cronbach Alpha greater
or equal to 0.6 is acceptable, similarly, and
acceptable level of  AVE and factor loadings
should be 0.5 and above.
In this regard, Table 2 shows that the
Cronbach Alpha values are ranging between
0.727 and 0.904. Furthermore, the AVE val-
ues range between 0.561 and 0.734. Hence,
all the requirements for convergent validity
are met, since the factor loadings are also all
greater than 0.5. Thus, convergent validity is
achieved in this model.
In addition, discriminant validity refers
to the requirement that each construct in the
model is distinct from the remaining con-
structs. There are different ways to assess
discriminant validity. In this study the corre-
lation between constructs will be fixed to 1
and the fit indices for the baseline and re-
stricted models will then be compared. At this
level, discriminant validity is achieved if the
difference in fit indices between the two
models is significant. In this regard, the re-
sults in Table 3 show a Chi square value of
1352.41 and 475 degrees of freedom for the
baseline model, and a Chi square value of
1469.07 and 490 degrees of freedom for the
restricted models. This amounts to a Chi
square difference of 116.66 and degrees of
freedom difference of 15. By comparing the
Chi square difference with the tabulated Chi
square value corresponding to a degree of
freedom of 15 and a confidence margin of
0.05, namely, 24.99, it can be concluded that
the fit indices for the baseline and restricted
model are significantly different. Hence, dis-
criminant validity is achieved by this model.
Besides these two validity measures, face
Table 1. Profile Analysis
Demographics Categories Percentage
Gender Male 87.8
Female 12.2
Age Less than 20 years 2.4
20 to 30 years 61.8
31 to 40 years 32.5
41 to 50 years 3.3
Education level Diploma 11.4
Professional certificate 1.6
Bachelor’s degree 65.9
Master’s degree 20.3
PhD degree 0.8
Marital Status Married 66.7
Single 33.3
Occupation Public sector 2.4
Private sector 87
Self-employed 0.8
Student 9.8
Usage of insurance Takaful 39
products Conventional insurance 61
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validity and nomological validity were also
analyzed by consulting the experts in this
field, as well as the previous studies.
Finally, the results indicate that the
model’s Comparative Fit Index (CFI) is 0.811
and RMSEA value is 0.110. These values are
acceptable values for both indicators (Broyles
et al. 2010; Singh et al. 2011; Kim and
Forsythe 2010). Hence, the overall model is
validated.
Hypotheses Testing
In order to test the hypotheses posited
above, the path analysis using SEM is applied
for the first five hypotheses, while t-test is
used to test the sixth hypothesis. In this re-
gard, the mean values in Table 4 indicate high
values for compatibility, behavioral intention
and relative advantage, with significant t-test
values. This result indicates that the Yemeni
customers are appreciative of the relative
advantage of takaful over conventional insur-
ance, especially in terms of  service quality,
promptness in claims payment, and offering
social prestige to the users. Similarly, it im-
plies that the customers are initially intend-
ing to adopt takaful products, shown by the
high mean value and the significance of its
difference from the neutral point of reference.
Hence, hypothesis 6 is supported. Further-
more, the high mean value for “compatibil-
ity” and its significant difference from the
mean indicates that the Yemeni customers
consider takaful to be compatible with their
social and religious values, their financial
needs, and previous insurance contracts, as
well as their lifestyle.
On the other hand, the results indicate
that the mean for “social influence” and
“awareness” is slightly greater and signifi-
cantly different from the neutral value. These
values show that the Yemeni customers gen-
erally do not consider the opinions of each
other prior to decision making. Furthermore,
the results indicate that a majority of the re-
spondents consider themselves to be aware
and understand the principles and operations
of takaful.
In addition to the t-test results above, a
one way ANOVA test has also been con-
ducted to identify possible differences across
demographic groups regarding all the model
dimensions. The results of  the ANOVA test
are reported in the appendices. In terms of
gender, the results indicate that there is a sig-
nificant difference between male and female
respondents regarding the relative advantage
of takaful products, whereby male respon-
dents have a more positive perception regard-
ing this aspect. In terms of  marital status dif-
ference, the results indicate that married re-
Table 2. Convergent Validity Measures
Cronbach AVE
Alpha AVE
Uncertainty 0.727 0.579
Relative advantage 0.887 0.561
Compatibility 0.895 0.704
Social influence 0.893 0.710
Awareness 0.904 0.734
Behavioural intention 0.869 0.612
Table 3. Discriminant Validity Measures
Elements Chi square DF
Baseline model 1352.416 475
Restricted model 1469.077 490
Change 116.661 15
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spondents have a tendency to be more aware
of takaful operations compared to single re-
spondents. Finally, in terms of  occupation,
the results reveal that self-employed respon-
dents are more likely to perceive the takaful
products as uncertain compared to other
groups. Similarly, the respondents employed
in the private sector have a tendency to be
more aware of takaful operations compared
to other groups.
On the other hand, the results in Table
5 indicate that uncertainty does not have a
significant influence on behavioral intention.
Hence, hypothesis 1 is rejected. This contra-
dicts the findings of  Tan and Teo (2000), Teo
and Pok (2003), Fisher and Chu (2009), Nor
(2005), and Sharma and Bock (2005). This
might be explained by the pre-notion that
customers usually have about the amount of
risk involved in the insurance business, which
might have made it an irrelevant selection
dimension for takaful insurance by Yemeni
customers. In addition, the Yemeni business
environment is an uncertain environment due
to political instability which might also be one
of  the reasons that drive the Yemeni custom-
ers to disregard the uncertainty aspect of
takaful products.
Furthermore, relative advantage does
not have a significant influence on behavioral
intention. Hence, hypothesis 2 is rejected.
This contradicts the findings of  Taylor and
Todd (1995), Tan and Teo (2000), Teo and
Pok (2003), Shih and Fang (2004), Nor
(2005), Puschel et al. (2010). This result
might be explained by the strong Islamic reli-
gious culture as well the traditions and norms
associated with it, which might have made
the immediate difference between takaful and
conventional insurance irrelevant for the
Yemeni customers.
In addition, compatibility has a signifi-
cant positive influence on behavioral inten-
tion. Hence, hypothesis 3 is supported. This
finding is in line with Tan and Teo (2000),
Fisher and Chu (2009), Nor (2005), Puschel
et al. (2010), and To et al. (2008). However,
they contradict the findings of  Teo and Pok
(2003), Shih and Fang (2004), and Al-Majali
and Nik Mat (2010). This implies that the
compatibility of takaful principle with the
social and religious values, lifestyle, and fi-
nancial needs, is an important factor for
Yemeni customers in selecting their takaful
insurance contracts, which is in line with the
nature of  the Yemeni population.
Table 4. Descriptive Analysis and t-test
Mean t Standard Deviation
Uncertainty 2.5183 -16.137 *** 1.01836
Relative advantage 4.7022 7.181 *** 1.08448
Compatibility 5.3870 12.974 *** 1.18564
Social influence 4.3220 2.371 ** 1.50597
Awareness 4.6260 5.091 *** 1.36369
Behavioural intention 5.2398 11.874 *** 1.15808
***, **, and * refer to significant t-test at 1 percent, 5 percent and 10 percent respectively.
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On the other hand, social influence does
not have a significant influence on behavioral
intention. Hence, hypothesis 4 is rejected.
This contradicts the findings of  Taylor and
Todd (1995), Echchabi and Olaniyi (2012),
Al-Majali and Nik Mat (2010), Puschel et al.
(2010), and Teo and Pok (2003). This implies
that the Yemeni customers’ decision to pur-
chase either type of insurance policies is not
subject to social groups influence, but rather
individualistic in nature, which complies with
the nature of  the Yemeni population as afore-
mentioned.
Finally, awareness does not have a sig-
nificant influence on behavioral intention.
Hence, hypothesis 5 is rejected. This contra-
dicts the findings of Thambiah et al. (2010),
To et al. (2008), Abdullah and Abdul Rahman
(2007), and Rammal and Zurbruegg (2007).
This might be explained by the strong reli-
gious knowledge among educated Yemeni
citizens.
Thus, among the five explanatory vari-
ables initially included, only one is found to
be significantly influencing the intention of
the Yemeni customers to adopt takaful prod-
ucts instead of conventional insurance poli-
cies. Specifically, compatibility explains about
43 percent of the variation in the behavioral
intention.
Table 5. Standardized Total Effects
Awareness Social Influence Compatibility Relative Uncertainty
Advantage
Behavioral 0.094 0.165 0.288** 0.139 -
 Intention 0.094 0.165 0.288** 0.139 -0.033
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Conclusions
The objective of the current study was
two-fold i.e. to explore the intention of the
Yemeni customers to adopt takaful products
and to determine the variables that may in-
fluence it. The results indicated that the
Yemeni customers are generally intending to
adopt takaful products. On the other hand,
the findings revealed that the main variable
that influences the customers’ decision is
compatibility.
These findings have significant impli-
cations for the theory, for policy makers and
regulators as well as for the practitioners.
Particularly, this study is an extension of  the
IDT to a different setting and to a different
area of study that has been under-researched
previously. Hence, this study proves the ap-
plicability of this theory in a relatively newer
context. Accordingly, the findings showed
that when dealing with takaful products, the
Yemeni customers –and other citizens with
similar backgrounds and traits– mostly stress
and consider the compatibility aspect of these
services with their religious and social val-
ues, lifestyle and previous insurance con-
tracts. In addition, the above findings are con-
sidered a major step toward the establishment
of a comprehensive framework to be applied
when studying the customers’ perception of
takaful products in similar settings.
Hence, the takaful companies and
takaful policies’ providers at different levels
are required to emphasize this aspect i.e. com-
patibility, in order to popularize these services
and convince customers to adhere to them
instead of  the existing insurance services. This
endeavour is especially relevant in this era
where the takaful industry is operating under-
potential and where it is still commonly per-
ceived as a mere replication of the conven-
tional insurance products. Furthermore, the
takaful companies should conduct large scale
advertising campaigns to meet the potential
demand for these products. These campaigns
should mainly emphasize the dimensions that
are highly regarded by the Yemeni custom-
ers.
Similarly, it is recommended that the
policy makers and regulators smoothen the
regulatory and fiscal processes to allow the
takaful industry to flourish not only in Yemen
but globally. Notably, a comprehensive and
distinct regulatory framework for takaful
would certainly allow the takaful players to
compete on relatively comparable grounds
with the conventional insurance providers.
Specifically, the policy makers are highly re-
quired to ensure the compatibility of the
takaful practices with the Shari’ah rules. This
requirement is due to the significance of this
dimension to differentiate between conven-
tional insurance and takaful products, and
which is highly regarded by the Yemeni cus-
tomers as well.
Finally, the current study has a number
of limitations that should be taken into ac-
count in the future studies in this area. Firstly,
the sample size is relatively limited, though
accurately calculated, hence the results can-
not be generalized to the whole Yemeni popu-
lation. Thus, it is recommended that future
studies select a larger and more representa-
tive sample size, in order to generalize the
results to the whole country. It is recom-
mended future studies also extend these find-
ings to other contexts and preferably use
other models as well. In addition, it is recom-
mended that future studies focus on specific
takaful products, and preferably life vs non-
life products.
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Appendix 1. Gender Difference
Sum of df Mean F Sig.
Squares Square
Uncertainty Between Groups 1.082 1 1.082 1.043 0.309
Within Groups 125.440 121 1.037
Total 126.521 122
Relative advantage Between Groups 10.767 1 10.767 9.817 0.002
Within Groups 132.718 121 1.097
Total 143.485 122
Compatibility Between Groups 2.558 1 2.558 1.832 0.178
Within Groups 168.941 121 1.396
Total 171.499 122
Social influence Between Groups 7.854 1 7.854 3.535 0.062
Within Groups 268.837 121 2.222
Total 276.691 122
Awareness Between Groups 1.613 1 1.613 .867 0.354
Within Groups 225.263 121 1.862
Total 226.877 122
Intention Between Groups 4.383 1 4.383 3.330 0.070
Within Groups 159.237 121 1.316
Total 163.619 122
Appendix 2. Age Difference
Sum of df Mean F Sig.
Squares Square
Uncertainty Between Groups 2.396 3 .799 .766 .515
Within Groups 124.125 119 1.043
Total 126.521 122
Relative advantage Between Groups 3.526 3 1.175 .999 .396
Within Groups 139.959 119 1.176
Total 143.485 122
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Appendix 3. Education Level Difference
Sum of df Mean F Sig.
Squares Square
Uncertainty Between Groups 1.462 4 .365 .345 .847
Within Groups 125.060 118 1.060
Total 126.521 122
Relative advantage Between Groups 3.067 4 .767 .644 .632
Within Groups 140.418 118 1.190
Total 143.485 122
Compatibility Between Groups 2.510 4 .628 .438 .781
Within Groups 168.989 118 1.432
Total 171.499 122
Social influence Between Groups 15.950 4 3.988 1.805 .132
Within Groups 260.740 118 2.210
Total 276.691 122
Awareness Between Groups 15.405 4 3.851 2.149 .079
Within Groups 211.472 118 1.792
Total 226.877 122
Intention Between Groups 5.927 4 1.482 1.109 .356
Within Groups 157.692 118 1.336
Total 163.619 122
Appendix 2 (Continued)
Sum of df Mean F Sig.
Squares Square
Compatibility Between Groups 4.945 3 1.648 1.178 .321
Within Groups 166.554 119 1.400
Total 171.499 122
Social influence Between Groups 13.489 3 4.496 2.033 .113
Within Groups 263.201 119 2.212
Total 276.691 122
Awareness Between Groups 13.222 3 4.407 2.455 .067
Within Groups 213.655 119 1.795
Total 226.877 122
Intention Between Groups 1.855 3 .618 .455 .714
Within Groups 161.764 119 1.359
Total 163.619 122
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Appendix 5. Occupation Difference
Sum of df Mean F Sig.
Squares Square
Uncertainty Between Groups 9.170 3 3.057 3.099 0.029
Within Groups 117.352 119 0.986
Total 126.521 122
Relative advantage Between Groups 3.946 3 1.315 1.122 0.343
Within Groups 139.539 119 1.173
Total 143.485 122
Compatibility Between Groups 0.131 3 .044 0.030 0.993
Within Groups 171.369 119 1.440
Total 171.499 122
Appendix 4. Marital Status Difference
Sum of df Mean F Sig.
Squares Square
Uncertainty Between Groups 1.317 1 1.317 1.273 0.261
Within Groups 125.204 121 1.035
Total 126.521 122
Relative advantage Between Groups .107 1 .107 .090 0.765
Within Groups 143.378 121 1.185
Total 143.485 122
Compatibility Between Groups 1.530 1 1.530 1.089 0.299
Within Groups 169.969 121 1.405
Total 171.499 122
Social influence Between Groups 5.094 1 5.094 2.270 0.135
Within Groups 271.597 121 2.245
Total 276.691 122
Awareness Between Groups 9.920 1 9.920 5.533 0.020
Within Groups 216.957 121 1.793
Total 226.877 122
Intention Between Groups .004 1 0.004 0.003 0.956
Within Groups 163.615 121 1.352
Total 163.619 122
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Appendix 5 (Continued)
Sum of df Mean F Sig.
Squares Square
Uncertainty Between Groups 9.170 3 3.057 3.099 0.029
Social influence Between Groups 0.266 3 0.089 0.038 0.990
Within Groups 276.425 119 2.323
Total 276.691 122
Awareness Between Groups 21.944 3 7.315 4.247 0.007
Within Groups 204.933 119 1.722
Total 226.877 122
Intention Between Groups 0.555 3 0.185 0.135 0.939
Within Groups 163.064 119 1.370
Total 163.619 122
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Abstract: This paper studies the behavior of  foreign, local investors and total market in a stock trading.
The analysis is focused on their implementation of  positive feedback strategy, the existence of  mean
reverting process and their sensitivity toward expected capital gain and losses. The result reveals that both
of  these two investors apply the positive feedback strategy, at a different degree. The investment horizon
of  the foreign investors is shorter than the local investors. There is a mean reverting pattern in the price
volatilities. The convergence period for local investor is 2.4. The market needs 1.8 month. No conver-
gence period for foreign investors. The local investors and total market are neutral toward expected gain
and losses. The foreign investors are more sensitive to capital loss. Previous price and volume changes
have a leverage effect to the current demand of  foreign investors. The local investors are affected by
changes in price only.
Abstrak: Makalah ini meneliti perilaku investor asing dan lokal serta total pasar dalam perdagangan saham. Penelitian
ditekankan pada implementasi strategi umpan balik positif, ada-tidaknya pola kembali ke rata-rata dan ada tidaknya
perbedaan sensitivitas antara harapan keuntungan dan kerugian modal. Hasil studi menunjukkan bahwa ke dua investor
sama-sama menerapkan strategi umpan balik positif  dengan tingkat yang berbeda. Horizon investasi investor asing berjangka
waktu pendek. Horison investor lokal berjangka waktu lebih panjang. Terdapat pola kembali ke rata-rata dalam
volatilitas harga saham. Periode konvergensi untuk investor lokal adalah 2,4 bulan. Untuk total pasar 1,8 bulan. Tidak
ada periode konvergensi untuk investor asing. Investor lokal dan total pasar netral terhadap harapan keuntungan atau
kerugian modal. Investor asing, sebaliknya, lebih sensitif  terhadap kerugian modal dibandingkan dengan keuntungan.
Keywords: capital market; demand for shares model; market crash; investment decision;
investor’s behavior; shares pricing model; speculative
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Introduction
Foreign investors have a significant role
in the Indonesian Stock Exchanges. During
2013, the foreign investors contributed 20
percent of the transaction volume (sell and
buy) in the market. However, their value rep-
resents 39 percent of  the total stock trading.
In the total market, the portion of foreign
investor frequencies was only 26 percent com-
pared to 74 percent for the local investors. In
terms of  preferences, the shares included in
the LQ45 index were the most favorable in-
vestment outlet for them. The value of trans-
actions in LQ45 shares represents 75 percent
of their total trading in the market. This num-
ber becomes 47 percent if we view it from
the stand point of volume and 71 percent of
the frequencies. Within LQ45 trading, the
portions of foreign investors, in the light of
volume, value and frequencies, were 36 per-
cent, 52 percent and 44 percent respectively.
Table 1 shows this information about stock
trading in the Indonesian Stock Exchanges
during 2013.
Dichotomizing the foreign investor vis
a vis the local one creates several interesting
points to study. One of  them is their trading
behavior. Different trading behavior may lead
the market in a different direction. In this
context, direction refers to a price fluctua-
tion and the possibility of market crash. Price
determination in stock trading is very com-
plex. It is not solely affected by the intrinsic
value as supported by the foundation theory
(See Dodd’s 1934; and William 1938 in
Malkiel 1990). This theory assumes that the
market is efficient and the investors are ra-
tional. The efficient market hypothesis, first
introduced by Samuelson (1965) in Picerno
(2010) and further developed by Fama (1970),
stated that the efficiency of stock price de-
pends on information available for decision
making.
Keynes (1936) stated that, instead of
estimating the intrinsic value, the professional
investors tend to focus on the trend of the
crowd’s behavior. This view has been sup-
ported by the behavioral scientists (among
others Shleifer 2000 and Shefrin 2002; also
Malkiel 2010) who assume that a stock mar-
ket is not efficient. The individual or mass
psychological factors also influence the in-
vestment decisions. These factors cause the
stock price to deviate from the intrinsic value.
The positive deviation of stock price
against the intrinsic value is commonly de-
fined as the price bubble (Tirole 1985). Shiller
(1981, 2003 and 2008) in his study concluded
that the stock market volatilities have been
Table 1. Stock Trading in the Indonesian Stock Exchanges (2013)
Total Market LQ45 Preferences
Type of Value Volume Freq.s Value Volume Freq.s Value Volume Freq.s
Investor % % % % % % LQ45 (%) LQ45 (%) %
Foreign 39 20 26 52 36 44 75 47  71
Local 61 80 74 48 64 56 49 21  32
   100 100 100 100 100 100 N/A N/A N/A
Source: Indonesian Stock Exchanges
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exceeded the growth of dividend during the
period of 1871 to 2000. The market tends to
goes up in an extreme direction and hence
creates a speculative bubble from time to
time. This process also applies for the reverse
direction when prices start to decline. When
the fundamental economics of the market can
no longer support the bubble, then a boom-
bust situation might happen (Tirole 1985).
The sudden and significant decline of the
stock price usually indicates such a boom-
bust situation. This situation may also, popu-
larly, be called market crash. It is in this con-
text that a difference in trading behavior be-
tween foreign vis a vis local investors may
lead to the possibility of a stock market crash.
Additionally, since the funding of  for-
eign investors is, basically, from abroad, the
capital in-out flow due to their trading ac-
tivities will affect the balance of payments
in the monetary sector. Volatilities in the trad-
ing activities of foreign investors in the capi-
tal market may create a possibility of mon-
etary crisis in the financial sector. Krugman
(1979); Flood and Garber (1984); and Blanco
and Garber (1986) in Agenor (2010) stated
that a financial crisis might happen if foreign
exchange reserves have been used up and the
money supply has been fully absorbed for
domestic credit. The transactions of foreign
investors in the capital market affect the for-
eign exchange reserves and money supply.
Therefore their transactions may create risk
in a capital market by contributing to a fi-
nancial crisis, i.e. if the demand for foreign
currency, when they intend to pull out, can-
not be supplied by the reserves.
The decision to trade in a stock market
is a process involving the investor’s attitude
toward risk, their paradigm, method of analy-
sis and information used. Shleifer and Sum-
mers (1990) classify the investors into noise
traders and the sophisticated ones. Follow-
ing Black (1986); and De Long et al. (1990a)
in defining a noise trader as an investor whose
decision to invest is based on a belief, which
is misperceived, and based on non-fundamen-
tal information about future prices or mar-
kets.
Shleifer (2000) denoted that the belief,
manifested by over/under reaction toward
information they received, will be used as a
basis for investment decisions and, therefore,
will be implemented in the trading strategy.
Noise traders use what De Long et al . (1990a)
called positive feedback strategy in their stock
trading. This strategy tends to extrapolate the
past information received based on the para-
digm of  thinking they have. Following mar-
ket trends is the most common method used
by them. Such decision making processes cre-
ate a new type of risk called sentiment based
risk (Shleifer 2000) or noise trader risk (De
Long et al . 1990a). In this paper, this will be
considered as speculative risk.
The sophisticated investor, on the other
hand, tries to maximize utility reflected in
their consumption function at the end of the
investment period. The investment decision
will be based on the rational expectation of
the return. They are supposed to act as an
arbitrator during a significant price fluctua-
tion, and hence reduce the volatilities of the
market. Additionally, since the sophisticated
investors act on a rational and optimization
hypothesis, their trading strategy will lead to
less volatile market.
The investment decision creates de-
mand and the demand determines price. Due
to the different attitudes, paradigms, meth-
ods and information used in the decision
making process, the demand pattern of noise
traders and sophisticated investors may be
different. The same concept applies to for-
eign vis a vis local investors. Finally, though,
the price will be formed by the demand of  all
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investors. The role of  each type of  investor
in determining the price will depend upon the
size of their presence in the market.
The purpose of this paper is to study
the trading behavior of foreign vis a vis local
investors and their relationship with the to-
tal market behavior in the Indonesian Stock
Exchange. They could be either a noise trader
or sophisticated investors. Analysis will be
focused on the way they conduct the trading,
especially on their implementation of posi-
tive feedback strategy and the consequences
of this behavior on the stock market price
volatilities. Their responsiveness toward price
changes will be examined, on the basis of
differences of their attitude toward
misperception risk, which indicates the dif-
ferences in their trading behavior. Addition-
ally, the existence of  a mean reverting pat-
tern in the market influenced by foreign vis a
vis local investors, as well as total market,
will also be investigated.
Knowledge of market as well as inves-
tor behavior may be used to anticipate the
price volatilities during the stock trading. The
role of foreign vis a vis local investors in driv-
ing the market could be analyzed. Further-
more, since funding of the foreign investors
may create a potential liability from the view
point of the nation, that behavior may be used
as a basis to analyze the possibility of a mar-
ket crash in the capital market and monetary
crisis in the financial sector.
Theoretical Framework and
Hypothesis Development
Stock trading is activities where demand
for stock meets its supply. In this paper, how-
ever, the term trading is limited to transac-
tions in the secondary market. The demand
for a stock, represented by volume of trans-
actions (v), is derived from the investor’s util-
ity function with the objective of maximiz-
ing wealth. Utility function is a representa-
tion of  preferences. As in other goods and
services, demand for shares is a function of
its price, although, Aiyagari (1988) concludes
that the demand for stock is not only deter-
mined by the current, but also the future price
as well. De Long et al . (1990b) study the
effect of  positive feedback strategy in the
noise trader demand for stock. In his study,
De Long et al . (1990b) classify the investors
into three different categories with different
demand patterns. Those are: (1) noise trader
(also called positive feedback or speculative
investors); (2) sophisticated or rational or real
investor and; (3) passive investor.
A noise trader, based on his/her believe
toward non fundamental information, drives
price to increase. Their demand (Df) is an
exponential function of price with the posi-
tive feedback coefficient as the exponent. The
latter reflects the implication of the positive
feedback strategy. The noise trader’s decision,
however, contains a misperception risk,
which, in this study, will be viewed as part of
the speculative element. The demand of the
sophisticated investors (Dr), on the other
hand, is the result of their utility maximiza-
tion reflected in their consumption function
at the end of the investment period. The in-
vestment decision will be based on the ratio-
nal expectation of the return. The passive
investors follow the market, therefore, their
demand (De) represents the residual of those
allocated to noise trader and sophisticated
investors.
De Long et al. (1990) divide the invest-
ment process into four periods (0, 1, 2, 3).
Period, in this context, is a theoretical con-
cept based on assumption of stages of trans-
action or event. Period 0, is a starting point
where there is no trading and the stock’s price
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is equal to the fundamental value stated at
zero (0). During period 1, information on price
shock in period 2 was received by the sophis-
ticated investor. The noise trader creates de-
mand shock in period 2.  In period 3, all in-
vestors liquidate the shares, received a fixed
dividend and the price is back to the funda-
mental value. The existence of noise trader,
sophisticated and passive investors are stated
at 1, m and 1 – m respectively. These repre-
sent the portion of each investor in the total
demand in the market. The sophisticated in-
vestor, being the arbitrator, is doing the arbi-
trage transaction only with the passive inves-
tor.
The Model
De Long et al. (1990b) use the follow-
ing structure in their modelling (Table 2). In
Table 2, 2
1
2
a


   indicates the fundamental risk
on dividend or fundamental value (2) and
investors risk aversion g. The symbols d and
b are used for the positive feedback coeffi-
cient toward current and previous price re-
spectively.
The demand of noise traders is affected
by the coefficient of positive feedback (d and
b) and the demand shock  v . The demand
of passive investors is a function of the fun-
damental risk and their risk aversion only (a).
The market will always be in equilibrium
whereby supply of the stocks is comprised
of the sum of the demand of noise traders,
sophisticated investors and passive investors.
Therefore, the net supply of shares is assumed
to be equal to zero. The demand of  the so-
phisticated investors would be the residual
in a market clearing condition. As shown in
Table 2, the demand of  sophisticated inves-
tors in Period 1 and 2 still has to be deter-
mined. The demand of these investors was
analyzed using backward induction method
started from Period 2. The demand of the
sophisticated investors in Period 1 and 2 will
be based on the objective of maximizing the
average variances of the utility function with
the coefficient of  risk aversion .
The demand shock condition is symbol-
ized by v. If  the signal of  demand shock is
still uncertain, then, the demand of sophisti-
cated investors will depend upon the shock
condition, which, from the positive point of
view, the value is v = 0 or v v . From the
negative side the value would be v= 0, or
v v . The analysis of the effect of positive
Table 2. Structure of  Demand for Stock Model
(De Long et al. 1990b)
Period Events 
Demand of Investor 
Noise Trader Passive Sophisticated 
0 None 0 0 
Optimal choice  
( = 0) 
1 
Sophisticated investor receive a signal of 
price shock  in period 2  1 0p   1ap  
Optimal choice
 
 1fD  
2 Noise trader creates a demand shock v  
 1 0p p    
 2 0p p v    
2ap  
Optimal choice
 
  2 2fD ap    
3 
All investors liquidate their shares and 
receive dividend  
– – – 
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or negative shock would be the same. The
shock condition is denoted by subscript a  if
v= 0 and b  if v v  . The analysis below
will be made from the positive point of  view.
In Period 2, the aggressiveness of  the
sophisticated investors will be constrained by
the fundamental risk on dividend only be-
cause they have to liquidate the shares in
Period 3. Therefore, the demand in Period 2
would be: 2 2
rD ap  .
The demand of sophisticated investors
in Period 1  1rD  could be found using certain
equivalent wealth concept in Period 2.
The use of 
1
rD  to maximize the average
variance of the expected utility in Period 1,
result (Equation 1).
........................................................ (1)
The price in Period 1 and 2 will be de-
pend on the existence (size) of the sophisti-
cated investors. Price in Period 0 is equal to
the fundamental value stated at zero (0) and
the price in Period 3 will be back to this value.
In this period all shares are liquidated. The
price in Period 1, therefore, as Equation 2
and Equation 3.
if > 0.............................................(2)
or
1p   , if     .............................(3)
If there are no sophisticated investors
(= 0) the price in Period 1 will be equal to
zero. Therefore, there is no changes compared
to the price in Period 0. However, if sophis-
ticated investors is in existence > 0) the
price in Period 1 (p
1
) will be positive when
a> ( + ) and v must be small. Meanwhile.
If p
1
> 0 and a> , then, p
1 
will increase if m
increase.
The price in Period 2 will be categorized
into p
2a
 when the shock actually happened
 v v  and p
2b
 when there is no shock (v= 0).
The trend of price in Period 2 will depend on
the application of  positive feedback strategy
in Period 2 ().
1
2a
p v
p
a
 


   if v v  .................(4)
1
2b
p
p
a


 
    if 0v  ......................(5)
If = 0, the price in Period 2 will be
invariant with the price in Period 1. In this
case, an increase in  (sophisticated inves-
tors) will result a price deviation from the fun-
damental value in Period 1, but no effect to
the price of Period 2. On the other hand, if
> 0, prices in Period 1 and 2 will continu-
ally deviate from the fundamental value in
any time and condition. The price in Period
2 will increase toward Period 1 regardless the
condition of  v. This condition will be revert-
ing in Period 3 where the stock price will be
back to the fundamental value.
The model, concludes that if the noise
traders apply their positive feedback strategy
in Period 1 and 2, and there is a sophisticated
investors in the market, then the stock price
will continually increase in those periods com-
pared to Period 0. It will be back to the fun-
damental value in Period 3. There is a revert-
ing pattern in the movement of stock price.
The mean reverting pattern is a process
whereby in the short run the stock prices have
 
 
2 2
1
2 2
1 2
2 2
2
22 2
a b
a br
a b
p p
p p p
D a
p p

 
 
 
 
 
 1
2
2
2
(
a a v
v a
p
aa a
a
v a
 

  

   
     
    
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a positive serial correlation and finally will
be followed by a reversion to the average price
in the long run.
The Behaviour of Investors and
the Demand Function
The study concludes that, instead of
acting as an arbitrator and bringing the share’s
price back to the fundamental value, the so-
phisticated investors, during a price increase,
have actually been doing the opposite. They
follow the positive feedback strategy, there-
fore, shifting the demand function up-ward,
and then, withdraw from the market when
price is going to fall. This phenomenon,
whereby, in the short run, the share’s price
has a positive serial correlation, and is fol-
lowed by a reversion to it’s mean in the long
run, has been indicated in many empirical
studies such as Fama and French (1988),
Poterba and Summer (1988); and Lo and
Mackinslay (1988), see De Long et al.
(1990b).
The pattern of the mean reverting pro-
cess will be dependent upon the existence of
the noise trader. There also should be enough
passive investors so that the demand could
be manipulated by noise traders as well as
sophisticated investors. Note that this pat-
tern is basically due to the different demand
function between noise traders and sophisti-
cated investors. The differences in demand
function reflect the inequality of preferences
and, therefore, the behaviour between noise
traders and sophisticated investors in re-
sponding price changes. The different
behaviour, basically, corresponds (among oth-
ers) to the different investors’ attitudes to-
ward risk.  Moix (2001) classifies the risk into
those related to individual aversion and the
risk of the game (transaction).
The model above is, basically, analyz-
ing the effect of demand pattern and size of
the different type of investors on the price
movement in the market. The mean revert-
ing pattern indicates a price fluctuation due
to noise trader’s misperception of  risk (of  the
transaction). Additionally, in fluctuations,
price contains a deviation from the fundamen-
tal value caused by factors other than the fun-
damental risk. Shleifer (2000) calls this ele-
ment sentiment based risk, while De Long et
al. (1990a) call it noise trader risk. In this pa-
per it will be considered as speculative risk.
Demand Pattern and Price
Volatilities
De Long et al. (1990a) accommodate
those misperception risks in their price for-
mulation model. The price of risky assets will
comprise of its fundamental value plus the
premium associated with the noise traders’
misperception toward risk. They elaborated
the speculative element through the idiosyn-
cratic variances (De Long et al. 1990), which
is a random variable   with parameter t. This
parameter describes the noise trader’s opin-
ion about the standard of deviation (vari-
ances) of  the return. If  the investor’s deci-
sion is based on this perception, the variances
will not be constant.
Wu and Xiao (2008) mentioned, in their
study, that the most popular approach to test
the existence of a price bubble (misperception
risk) is to examine the stationary residuals in
the equation between prices of the assets and
market fundamental. The method used for
regression is Generalized Auto-Regressive
Condition Heteroscedasticity (GARCH)
which, later on, was developed into Expo-
nential Generalized Auto Regressive Condi-
tion Heteroscedasticity (EGARCH)
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(Widarjono 2007). Singleton (2006) stated
that this method is widely used in a discrete
time volatility model.
If the price contains a misperception of
risk, then, the related demand will also be
affected by this risk. The element of
misperception of risk in the demand func-
tion indicates the behaviour of  the investors.
The mean reverting process of the price vola-
tilities is basically due to movement in de-
mand function.
The misperception of risk creates a
bubble, defines as a deviation from the fun-
damental value (Tirole 1985). As mentioned
by West (1988) there are rational as well as
speculative bubble. The positive strategy
adopted by the noise trader has caused the
bubble price tend to leverage up. Malkiel
(2010) refers those situations as feedback
loop. Price increase tends to motivate inves-
tors to push their demand. In turn, the in-
crease in demand will push the price up any
further. Continuously, the price will always
be moving upward with more and more
bubble content in it. In this paper the bubble
will be considered as a manifestation of
misperception of risk.
The bubble price fluctuates and could
only be maintained if the real economy is still
been able to support it (Tirole 1985). The real
economic support could be represented by the
growth of the gross domestic product (Tirole
1985). The financial economist spells out
those supports by the fundamental value of
the firm. Soemarso (2012) measures the real
economic support using the debt paying abil-
ity of the investors, viewed from the macro-
economic side, i.e. the portion of foreign in-
vestors transactions vis a vis local investors.
If the real economic foundation can no longer
support the bubble, then, a boom bust could
happen. In the capital market, a market crash,
is a manifestation of a boom bust situation.
 The probability of market crash could
be evaluated using the De Long et al. (1990b)
model on noise traders’ demand function as
has been described above. If the sophisticated
investors are dominant in the market, the
mean reverting process will take place gradu-
ally because of their objective to maximize
utility in an efficient market condition. On
the other hand, if the noise trader dominates
the market, price will not revert to the mean,
although the maximum threshold allowed by
the growth of the fundamental value has al-
ready been exceeded. In this speculative
bubble situation, the mean reverting process
will last longer or, alternatively, a market
crash will take place, i.e., when the noise
trader’s economic capacity can, no longer,
support the price increase.
Hypothesis Development
The purposes of  the study, as has been
mentioned before, could be rewritten as fol-
lows:
Purpose (1) : To observe the implementation
of the positive feedback strat-
egy during the stock trading.
Purpose (2) : To observe the existence of
misperception risk in deciding
the investment in stock.
Purpose (3) : To observe the existence of
mean reverting pattern of the
price fluctuation in the market.
The study will cover the behaviour of
local and foreign investors as well as the
behaviour of the total market. Based on the
objectives above and supported by the pre-
vious literature review, the hypothesis could
be developed as described below.
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The first purpose of the study will be
tested using the following Hypothesis 1.
H1: Positive feedback strategy is not implemented
by local and foreign investors as well as the
total market during their trading in the Indo-
nesia Stock Exchange.
This paper studies the behaviour of in-
vestors during their trading in stock market.
Therefore, the concern will primarily be in
their demand side. The De Long et al. model
(1990b), with respect to demand function
(Equation 1), will be used as a basis for mod-
elling. The price equations in the model
(Equation 2, 3, 4 and 5) are presented to
prove the reversing pattern of the prices when
a positive feedback strategy is applied by the
noise traders during their trading.
As indicated in Table 2, the critical de-
mand function in the model is the demand
of the sophisticated investor in Period 1. This
is a demand function of the sophisticated
investors, as a response to the signal of shock
identified by the noise traders at the same
period. The price movement in Period 1 will
be determined by this demand function (note
that the demand function in Period 2 will be
back to the basis of maximum utility).
The model to capture the demand func-
tion of local, foreign and total investors is as
Equation 6.
   ln lni iV t P t    ...................(6)
In the equation above i  refers to the
type of investors which could be foreign, lo-
cal and total investors. The symbol  indi-
cates the positive feedback coefficient which
may be different for each type of  investor.
This coefficient represents the elasticity of
volume representing demand and the price.
The hypothesis would be  = 0. If this hy-
pothesis holds true then the demand func-
tion of the total market as well as the foreign
and local investors will not be affected by their
positive feedback strategy.
Testing for the second purpose of  the
study will be based on the following Hypoth-
esis 2.
H2: Misperception of risk is not considered in the
investment decision of local and foreign inves-
tors as well as the total market in the Indone-
sia Stock Exchange.
Misperception of risk is always associ-
ated with price formation (see Wu and Xiao
2008). However, application to the demand
function will also be plausible became demand
depend on price and by using transitive prop-
erty, the approach will be academically sup-
ported. The existence of misperception of
risk will be detected through the variances
() of the residuals,  (Equation 6). This will
be considered as speculative element in the
equation which will be analyzed on the basis
of the existence of: (1) positive serial corre-
lation with the previous residual; (2) positive
serial correlation with the previous residual
variances and; (3) the symmetrical effect of
positive versus negative shock (Widarjono
2007).
Referring to Widarjono (2007) the
speculative element will be tested using the
Equation 7.
2 2 21 1
1
1 1
ln lnt ti i i i t
t t
e e
j k q  
 
      
 
     ........................................................(7)
As shown in the two equations above,
this study is trying to relate the demand of
stock with the price and the unobservable
speculative element which create the serial
correlation in the market. Other factors (al-
though it may be observable such as funda-
mental value) were not included in the model.
The speculative element is represented by
Rahardjo
56
variances of the residuals () of the main
equation, . The equation is trying to ex-
plain that variances of the residual consist
of the constant variable (which deemed to
be the effect of systematic risk), the serial
correlation of the previous residual
1
1
t
t
e 

 
   
 and the previous residual variances
 1t   and the asymmetrical effect of posi-
tive vis a vis negative shock 
1
1
t
t
e 

 
 
 
. The hy-
pothesis is that 0i i ij k q   . If the hy-
pothesis is empirically proven, the variances
of  the residuals will be constant at . No posi-
tive serial correlation of the variances exists
and, therefore, no misperception of risk was
applied in price determination. Meanwhile,
the assymetricality of the responses toward
positive vis a vis negative shocks could be
determined as true.
Purpose (3) uses the following Hypoth-
esis 3:
H3: Stock price fluctuation is not reverted back to
the mean due to the trading behaviour of local
and foreign investor as well as total market in
the Indonesia Stock Exchange.
The reverting pattern of the price (Equa-
tion 2, 3, 4 and 5) will be tested through the
existence of misperception of risk during the
formation of  demand. Note that variables
affecting price in Equation 2, 3, 4 and 5 con-
sist of, among others, coefficient of positive
feedback (d and â), coefficient of risk aver-
sion (g) and the demand shock (v). All of
these risks are subject to misperception. Ad-
ditionally, the price is also affected by the
portion of sophisticated investor (m) which
is conditional to the market and fundamen-
tal risk  which depends on the performance
of  the company issuing the shares. The
misperception of risk, therefore, will be re-
flected in the variances of the residuals of
the equation.
The existence of the mean reverting
process and the period needed to come back
to the mean will be tested using Error Cor-
rection Model (ECM). Referring to Widarjono
(2007), the error correction model of the
above equation is as Equation 8.
0 1 2ln lnt t tV h h P h EC     ...........(8)
The hypothesis is that the coefficient
of   must be equal to zero. If  not, then, this
coefficient can be used to calculate the pe-
riod of  mean reverting. If   there is no dis-
equilibrium error in the short run. Short run
equilibrium equals the long run one. There is
no need to have an equilibrating process. The
disequilibrium coefficient (in absolute
amount) measures the time (period) needed
to achieve the equilibrium. The  coefficient
indicates short run disequilibrium error.
Methods
Two methods will be used during the
empirical testing ie Vector Auto Regression
(VAR) and EGARCH. The VAR method is,
basically, used to detect to nature and direc-
tion of the relationship among variables, and
the stability of  the equation. VAR method
comprises three step, ie: (1) stationary test-
ing; (2) cointegration testing and; (3) estima-
tion. The stationary testing was made to in-
dicate the existence of unit root in the data.
If the stationary does exist, then, the vari-
ances are constant at  and the data could be
used for further testing.
Cointegration testing is intended to de-
tect the nature of  relationship. If  there is a
long term equilibrium among variables then
the cointegration exist and Vector Error Cor-
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rection Model (VECM) will be used to esti-
mate the model. Conversely, if  there is no
co-integration, the Vector Auto Regression
(VAR) method should be applied. Analysis
of the significance and direction of the rela-
tionship could be made during estimation.
The Granger Causality test is used for this
purpose. The stability of the model will be
tested during the empirical testing. The
VECM method can also be used to test the
existence of  mean reverting process and it’s
convergence period. The EGARCH method
test the existence of speculative element in
the price formulation.
The model was empirically tested using
LQ45 companies listed in the Indonesian
Stock Exchange as a sample. Data used are:
(1) LQ45 index (index) represent price; and
(2) volume of transaction (volume or V) for
demand. The data for volume will be broken
down into foreign (vol-foreign), local (vol-
local) and total (vol-total). Monthly data dur-
ing February 1997 to December 2010 will be
used for the testing. All data was converted
into logarithmic form. All of  the statistical
regression was processed using Eview 7.
Result
The test for index does not have a unit
root at first difference. The data is, therefore,
stationary. The same result was obtained for
volume of local as well as foreign investors
and total investors. The co-integration test
indicates that there is no such co-integration
between index and foreign investor volume.
With regard to local and total investors, the
test concluded the existence of co-integra-
tion. The appropriate lag period for both to-
tal and foreign investors is 10 and 4 for local
investors. This choice is based on the small-
est value of  Akaike Information Criterion
(AIC) or Schwarz Information Criterion (SIC).
Based on this result, VECM is applied for
local and total market while VAR is used to
regress the data of  foreign investors.
Hypothesis (1)
The result of the regression using
VECM for local and total investor and VAR
for foreign investor is shown in Table 3. The
regression was made to test the Equation (6
as well as 8). As can be seen from the table,
in totality (local plus foreign investors) the
relationship between volume and index will
tend to reach a long run equilibrium. This
relationship can be written in the Equation
9.
Log Vol (-1) = – 1.090266{Log Index
(-1)} – 18.31232
..................................(9)
The t-statistic result that log Index (-1)
was significant in influencing Log Vol (-1).
The co-integrating equation could be obtained
from Table 3 as: -0.556945 [1.000000 {Log
Vol (-1)} - 1.090266{Log Index (-1)} -
18.31232]. The coefficient of cointegrating
equation (-0.556945) indicates the speed
needed to reach the long run equilibrium
value.
For foreign investors, the volume-for-
eign and index do not resemble a long run
equilibrium and therefore VAR method is
used. The related equation is showing only a
short run trend. The foreign investors are not
interested in investing on a long term basis.
In the short run, the volume-foreign is af-
fected by its own variable with a lag of 1 and
2 and index with lag 1. The shorter lag indi-
cates that the paradigm shift of the foreign
investors toward changes in volume and
prices is faster compared to the local inves-
tors. The sign of  volume-foreign and index is
positive, meaning that any increase in index
will result in an increase in volume. The same
sign was also applicable for local investors.
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Table 3. Result of  Estimation: Volume and Index by Type of  Investor
Variable, Method and Lag Estimation Result 
A. Total (VECM, Lag 10)   
     1. Cointegraty Eq Coefficient t statistic   
         Log Vol (-1) 1.000000   
         Log Index (-1) -1.090266 -12.7267   
         Constant -18.31232   
     2. Error Correction D Log Vol - Total D Log Index 
  Coefficient t statistic Coefficient t statistic 
           Coint Eq 1 -0.556945 -3.42063   
           D Log Vol (-4) -0.225414 -1.74701   
           D Log Index (-1) 0.223337 0.227761 
           D Log Index (-2) -0.226256 -2.38248 
           D Log Index (-4) 0.925489 2.58083   
           D Log Index (-7) -0.200895 -2.37132 
 
B. Local (VECM, Lag 4)            Coint Eq 1   
    1. Cointegraty Eq Coefficient t statistic   
        Log Vol local (-1) 1.000000   
        Log Index (-1) -1.168665 -11.3515   
        Constant -17.64030   
     2. Error Correction D Log Vol - Local D Log Index 
  Coefficient t statistic Coefficient t statistic 
          Coint Eq 1 -0.411406 -5.29471 
          D Log Vol - Local (-4) -0.199024 -2.65796 
          D Log Index (-1) 0.156708 1.90568 
          D Log Index (-2) -0.144303 -1.73337 
          D Log Index (-4) 
 
C. Foreign (VAR, Lag 10) 
0.702896 2.18651  
Log Vol - Foreign  Log Index 
   Coefficient t statistic Coefficient t statistic 
     Log Vol - Foreign (-1) 0.673475 7.77856   
     Log Vol - Foreign (-2) 0.208612 2.02066   
     Log Index (-1) 0.811544 2.10534 1.168664 13.7764 
     Log Index (-2) -0.421410 -3.21859 
     Log Index (-3) 0.238557 1.79000 
     Log Index (-7) -0.312299 -2.54096 
     Constant 2.505559 2.48465   
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These indicate that the previous changes in
price have a leverage effect on the current
demand at different lag.
The relationship between current vol-
ume and the previous one (lag 1 and 2) is
positive for foreign investors. However, note
that the sign is negative for the local. This
indicates that there is a leveraging effect of
changes in previous volume in pushing the
current demand of  foreign investors. On the
other hand, the negative sign for local inves-
tors may be interpreted as being the restrain-
ing effect. Both indicate the existence of se-
rial correlation in the variables.
The relationship as shown in the result
of the regression above indicates the impor-
tance of  positive feedback strategy imple-
mented by the foreign investors. The short
run nature of  the foreign investors’ view sup-
port the conclusion that the investment hori-
zon of the foreign investor is shorter com-
pared to the local one. Volatilities of  the for-
eign investors, therefore, are much bigger. The
existence of  long run equilibrium in the local
investors side will pull the price volatilities
back to the mean. Therefore there is a long
term equilibrium in the total market and the
mean reverting process applies.
The Granger causality test indicates
that, at a confidence level of 95 percent, there
is one direction of relationship with volume
as dependent variable and index as indepen-
dent variable for foreign investors. This sup-
ports the theory that volume is a function of
price. At 90 percent confidence level those
kinds of relationship was valid for all types
of  investors. Meanwhile, the stability test in-
dicates that at lag 10, the model is stable for
local and total investors. The model for for-
eign investors is stable at lag 2, 4 and 6.
Hypothesis (2)
Using EGARCH, the regression result
for volume and index broken down by type
of  investor can be seen in Table 4. Translat-
ing to Eviews 7 software, the Equation (7)
has been rewritten as follows:
LOG(GARCH) = C(2) + C(3)*ABS [RESID
(-1)@SQRT(GARCH(-1)] + C(4)*RESID
(-1)/@SQRT[GARCH(-1)] +
C(5)*LOG[GARCH(-1)].
The C(2) is a constant, while C(3), C(4) and
C(5) represent  and  respectively in Equation
(7). These coefficients will be used to evalu-
ate the differences of the investors’ attitude
toward misperception risk.
The table shows the consistency of for-
eign, local and total investors in terms of  the
existence of a relationship between volume
and price. Index has significantly affected
volume. The coefficient of index for foreign
is 4.279103, local 4.460148 and total inves-
tors: 4.372231. The elasticity of index to
volume for local investor is slightly higher
than the foreign meaning that the local in-
vestors are more responsive to price changes
compared to the foreign. The sign of the co-
efficient is positive for foreign, local as well
as total investor. They are all using the posi-
tive feedback strategy, at a different degree,
in the stock trading.
The variance equation indicates that,
with respect to serial correlation, there is a
consistent result between foreign, local and
total investors. At 95 percent confidence
level, there is a serial correlation between
current variances of residual with the previ-
ous one. This could be shown by the
significances of  coefficient C(3) in Table 4.
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Equation used in the model:         
    
  LOG(GARCH) = C(2) + C(3)*ABS(RESID(-1)/@SQRT[GARCH(-1)] + C(4)   
  *RESID(-1)/@SQRT[GARCH(-1)] + C(5)*LOG[GARCH(-1)]   
   Total 
  Variable Coefficient Std. Error z-Statistic Prob.     
  LOGINDEX 4.572.231 0.021514 2.125.206 0.0000   
Variance Equation 
  C(2) -0.721868 0.195065 -3.700.659 0.0002   
  C(3) 0.943469 0.330665 2.853.245 0.0043   
  C(4) -0.062380 0.182009 -0.342729 0.7318   
  C(5) 0.896870 0.130873 6.852.972 0.0000   
    
   Foreign           
  
Variable Coefficient Std. Error z-Statistic Prob.   
  
    
  LOGINDEX 4.279.103 0.021695 1.972.368 0.0000   
Variance Equation 
  C(2) 0.622920 0.423477 1.470.965 0.1413   
  C(3) 1.087.394 0.311682 3.488.793 0.0005   
  C(4) -0.419333 0.253371 -1.655.014 0.0979   
  C(5) -0.212173 0.110279 -1.923.966 0.0544   
  
     
  
   Local           
  
Variable Coefficient Std. Error z-Statistic Prob.   
  
    
  LOGINDEX 4.460.148 0.021949 2.032.022 0.0000   
Variance Equation 
  C(2) -0.782303 0.268425 -2.914.421 0.0036   
  C(3) 1.007.054 0.438269 2.297.801 0.0216   
  C(4) -0.037196 0.188911 -0.196895 0.8439   
  C(5) 0.887953 0.115145 7.711.610 0.0000   
Table 4. Result of  Estimation Using EGARCH Method Variable: Volume and Index
At the same confidence level, the serial cor-
relation with the previous residual is also
proven as indicated by the significance of
coefficient C(5). The existence of serial cor-
relation supports the conclusion that stock
market is following the trend.
The constant variable represented by
C(2) is significant only for local and total in-
vestors. The probability of  error for foreign
investors seems to be too high to justify the
significances of the relation. The constant
could be interpreted as the systematic por-
tion embedded in the misperception risk of
the stock trading. Everybody is always aware
that trading in the stock market will bear cer-
tain risk. The minus sign of the coefficient
indicates that the unsystematic factor
overweigh the systematic one. Included in the
unsystematic factor is their misperception
toward risk.
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  Hypothesis (3)
The result of the Equation (9) is repre-
sented in the error correction equation in
Table 3. As shown from the table, in the short
run, the first difference equation indicates that
the variable D log vol is affected by lag 4 of
it’s own variable {(D Log Vol (– 4) and index
{D Log Index (– 4)}. The sign of  D Log Vol
(– 4) is negative meaning that the changes in
lag 4 of volume will influence negatively the
current changes of  D Log Vol. On the other
hand, the current changes of  D Log Vol are
positively affected by the changes of index
with a lag period of 4. This kind of relation-
ship indicates the implementation of positive
feedback strategy by the investors. The ef-
fect of  positive feedback strategy was cor-
rected negatively by the changes in volume.
This will reduce the power of these strate-
gies. The period needed to converge to the
long term equilibrium is 1.8 months.
The relationship between volume and
index of the local investor also tends to reach
a long term equilibrium (t statistic – 11.3515).
The co-integrating equation is: – 0.411406
[1.000000 {Log Vol Local  (-1)} – 1.168665
{Log Index (-1)} – 17.64030]. As for total
investors, in the long run, the volume of  lo-
cal investors is also affected significantly by
index. The error correction equation indicates
that in the short run, the first difference of
local investor volume (D Log Vol-Local) is
affected by lag 4 of the changes in volume-
local and index. The sign of relationship was
negative for volume-local and positive for
index (consistent with total investors). The
convergence period needed by the local in-
vestor to reach the long term equilibrium is
2.4 months. Since the related data does not
cointegrate to long term equilibrium, no con-
vergence period exist for the foreign inves-
tors. No mean reverting process took place
for them.
The asymmetrical test shows that there
is no difference in the behaviour of local and
total investors toward positive vis a vis nega-
tive shock. They are neutral toward shocks
with expected gain or losses. The insignifi-
cancies of coefficient C(4) in the Eviews
version of Equation (7) support the above
conclusion. The type of shock does not af-
fect the reverting process of the fluctuation.
At confidence level 90 percent, however, the
asymmetrical test saw a significant statistical
result for foreign investors. They are con-
cerned about the nature of the shock whereby
they are more responsive toward negative
shock (losses) rather than the positive one
(gains). In other words, the foreign investors
will be more reactive in responding to the
expected price decline rather than to the ex-
pected increases of price.
Statistical Evaluation
Using VECM or VAR, certain statisti-
cal results are shown in Table 5.
The table shows that, for foreign inves-
tors, the sole independent variable, Index
(represent price) explain 86 percent of the
variation of  the dependent variable, Volume
Table 5. Certain Statistical Result
  Total Local Foreign 
R 
Squared 
0,38 0,32 0,86 
Adj R 
Squared 
0,29 0,28 0,84 
Sum of 
Squared 
Residuals 
20,48 26,86 28,60 
F 
Statistic 
4,01 8,05 43,88 
Sources: Statistical Result 
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(represent demand). The numbers for local
investors and total market were 32 percent
and 38 percent respectively. The tendency is
also true for adjusted R Squared. Addition-
ally, the sum of  squared residuals for total
market, local and foreign investor were 20,48;
26,86 and 28,60 respectively. The gap among
investors is not so material.
It is clear from the result above that
price is the most dominant factor in deter-
mining the demand for foreign investors. The
role of  price in determining the local and to-
tal market, however, is less than 40 percent.
It does mean that other factors (other than
speculative element which is unobservable)
may contribute to the variances of their de-
mand. It supports the conclusion that local
investors and total market tend to reach equi-
librium in the long run. The mean reverting
process with the local investors as the
arbitrageurs, therefore, holds.
The goodness of fit for the regression
could be calculated using F statistic. As
shown in Table 5 above, the calculated F
value for total market, local investor and for-
eign investors were 4,01; 8,05 and 43,88 re-
spectively. The critical value for confidence
level 95 percent and degree of freedom
(1,200) is 3,89. All the calculated values ex-
ceed the critical one. The hypothesis that
demand is a function of price, then, is ac-
cepted.
Conclusions,
Recommendations, and
Limitations
Based on the result of  the study, it is
concluded that positive feedback strategy
seems to dominate the stock trading in the
Indonesian stock market. Both foreign and
local investors use this strategy to different
degrees. The foreign investor tends to rely on
the short run market trend, while the local
investors are still interested in investing on a
long term basis. The investment horizon of
the foreign investor is shorter compared to
the local one. This finding supports the view
that in terms of  perception of  risk, local in-
vestors are not followers of  the foreign ones.
The condition above also drives the
mean reverting process of stock prices in the
Indonesian stock market. Short run price
volatilities due to foreign investors will be
neutralized in the long run by the local in-
vestors. They will pull the volatilities back to
the mean. With respect to the mean revert-
ing process, the local investor needs a period
of 2.4 months to converge while the total
market is only 1.8 months. No convergence
period is needed for foreign investors. It
should be noted that every quarter the capi-
tal market will update the information on
fundamental values. The local investors,
therefore, could be regarded as the arbitrageur
of  the market, in the long run. Meanwhile,
the foreign investors are more noise trader
type with their short run objectives in mind.
Although the application of positive
feedback strategy is stronger, the foreign
investor’s demand sensitivity toward price
changes is less than the local investor’s. This
probably is due to the fact that the foreign
investor is more interested in the short run
trading and following the market trend. This
behaviour may create more volatility in the
market. However, since the local investors
still dominate the Indonesian stock market,
the total market tends to follow the local
investor’s trading strategy.
The type of price changes (increase or
decrease) has no significant difference in af-
fecting the demand of local investors and the
total market. In other words, the risk aver-
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sion of local investors, as well as the total
market. is neutral toward the expected gains
or losses. From the view point of  foreign in-
vestors, however, there are asymmetrical re-
sponses toward positive vis a vis negative
shock. They are more responsive to capital
loss rather than the gain.
The policies to influence the investor
behaviour should be directed toward a situa-
tion where there should be no asymmetric
information and mispricing or misevaluation
during an investment decision. Effort to
boost the local institutional investors (who
are not noise traders by nature) to play in the
capital market should be encouraged.
The capital inflows for indirect invest-
ment in the capital market should be man-
aged carefully. Enough exchange reserve
must be available to cover capital outflows
when the foreign investor pulls back their
investment from Indonesia. There should be
a special reserve maintained permanently for
it.
The speculative intention should be
minimized by, for example, levying tax on
capital flowing-in within a period less than a
certain time. The information system to
monitor foreign ownership in the capital mar-
ket should be developed. Improvement should
be made on the coordination between mon-
etary and capital market policies.
As a limitation, it should be noted when
reading this paper that the behaviour analyzed
in this study is basically relevant only to the
market behaviour not individual (investor’s)
behaviour. It is assumed that the individual
behaviour will be reflected in the market. The
model, therefore, could not be used to ana-
lyze individual behaviour or that of a group
of  individuals.
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Exploring Conflict Management
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Abstract: This paper focuses on qualitative methods in researching the area of conflict management,
specifically in Self-Managed Project Team (SMPT). The research aims to explore the evolvement of
conflict management strategies in SMPT as this type of team is given the responsibility to solve problems
and make decision by themselves. The inductive approach will overcome the limitation of  quantitative
method in management research as one of its objectives is to explain the different elements of the
explored social system and their interconnection. Hence, it aims at the contextual understanding of social
behavior rather than extensive measurement. This paper also includes the research activities in details such
as the data collection methods which involved semi-structured interviews and weekly telephone inter-
views. The findings of  the research proposed that conflict management strategies in SMPT changes over
time from confrontation and cooperative style towards avoidance due to the issues of reputation and the
deadline.
Abstrak: Makalah ini fokus pada metode penelitian kualitatif dalam bidang manajemen konflik, khususnya di Self-
Managed Project Team (SMPT). Penelitian ini bertujuan untuk mengeksplorasi keterlibatan tim strategi manajemen
konflik di SMPT yang diberikan tanggung jawab untuk memecahkan masalah dan membuat keputusan sendiri. Pendekatan
induktif akan mengatasi keterbatasan metode kuantitatif dalam penelitian bidang manajemen yang salah satu tujuannya
adalah untuk menjelaskan unsur-unsur yang berbeda dari sistem sosial yang dieksplorasi dan interkoneksinya. Oleh karena
itu, hal tersebut bertujuan untuk pemahaman kontekstual perilaku sosial daripada pengukuran yang luas. Makalah ini
juga mencakup kegiatan penelitian secara rinci seperti metode pengumpulan data yang melibatkan wawancara semi-terstruktur
dan wawancara telepon mingguan. Temuan dari penelitian yang diusulkan adalah bahwa strategi manajemen konflik di
SMPT berubah dari waktu ke waktu dari konfrontasi dan gaya kooperatif menuju kepada penghindaran (tindakan
menghindari/pencegahan) yang disebabkan oleh reputasi dan tenggat waktu.
Keywords: conflict management; inductive approach; qualitative methods; self-managed project
team (SMPT)
 JEL classification: D74, M19
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Introduction
Conflict management strategies have
been discussed in the literature which under-
lines different ways of handling conflict in
teams and organizations. The various conflict
management strategies and lack of consen-
sus in the wider literature have resulted in
the recognition of different styles of conflict
management strategies as highlighted by re-
searchers (Chen et al. 2005; De Dreu 2006;
and Lovelace et al. 2001). Traditionally, con-
flict handling strategy has been viewed as a
way which should encourage and creatively
channel conflict into effective problem solv-
ing (Deutsch 1973). However, recent re-
searchers have adopted a different perspec-
tive as conflict handling is seen not only for
effective problem solving, but also aims for
effective management as well as a way of
meeting the time frame of any particular
project (Chen et al. 2005; De Dreu and Van
Vianen 2001). It is claimed that conflict man-
agement strategies being applied influences
other decision-making activities within a
team (Kuhn and Poole 2000).
This study focuses on exploring conflict
management in SMPT. SMPT is a team which
consists of interdependent individuals who
have accepted responsibility for a group task
as well as being responsible for the decision
making and problem solving within the team
(Cohen and Ledford 1994), also known as a
bossless team, which describes the structure of
a team that has no leader (Barry 1991). De
Leon (2001) observes that members of  self-
managing teams are reluctant to deal with
conflict and often ignore or avoid it. An eth-
nographic study by Barker (1993) observes
how turnover and the introduction of new
team members disrupts otherwise stable
teams, leading to increased conflict and a re-
design of  control systems within the teams.
That is an example of SMPT reducing indi-
vidual autonomy and interdependence as a
response to conflict. Such transformation of
SMPT members, when faced with conflicts,
shows how conflict and its management play
an important role in the social dynamics of
this particular type of team. Therefore, a con-
flict management strategy is considered as an
important factor which influences the dynam-
ics of  the SMPT. It does play an important
role in teams as it provides further under-
standing of how members within teams re-
late with each other (Levine and Thompson
1996). A number of studies focus on the im-
portance, benefits and weaknesses of con-
flicts in organizations (Barker et al. 1988,
Chen et al. 2005) and much is known about
the causes and effects of conflict in teams
(Jehn and Bendersky 2003). However, what
remains unknown is whether the existing
studies can explain the process of conflict
management in project teams, particularly
self-managing ones.
In addressing the concern, the
researcher’s selected paradigm should be ap-
propriate for the nature of the research prob-
lem, the assumptions regarding methodology
as well as the nature of the study require the
researcher to explain and understand what is
unique and particular about conflict manage-
ment strategies and the development of the
project teams. Hence, the research will be
based on the presumption that conflict is
something that cannot be avoided in team-
work and will be personally experienced by
each of  the team members. As conflict is in-
tangible, it is necessary for the researcher to
be directly in contact with the person in-
volved in the research context in order to
understand them. This enables the researcher
to appreciate the respondent’s feelings, atti-
tudes, meanings, values, and beliefs and leads
to understanding of the team members’ be-
67
Gadjah Mada International Journal of Business – January-April, Vol. 17, No. 1, 2015
havior and their activities (Denzin and Lin-
coln 2005)
With regard to this, this research
adopted the paradigm of interpretivism as the
findings of the research will be drawn from
the respondents’ experience and interpreta-
tion (Bryman 2004). Under this paradigm,
social reality is viewed as subjective and re-
garded as the product of processes by which
social actors negotiate the meanings for ac-
tions and situations and this is produced
through social interaction (Bryman 2004; and
Carson et al. 2001). Interpretivism is known
as being appropriate to effectively investigate
the complex nature of reality as understand-
ing of the world can only be achieved through
knowledge as perceived by individuals
(Carson et al. 2001, Bryman 2004). This sug-
gests that any interpretivist research should
attempt to understand and explore problems
within a specific context (Carson et al. 2001)
and in the case of this research, the context
of  the SMPT.
This approach argues that in order to
describe a phenomenon, it is not sufficient
to rely exclusively on objective measures and
quantifiable observation such as theory test-
ing using deductive logic to reason (Easterby-
Smith et al. 2011; Ticehurst and Veal 2000;
Cavana et al. 2001). Instead “the subjective
meanings and social context of  an individual’s
words or deeds must be examined more
deeply” (Rubin and Babbie 2001). This is to
ensure that an in-depth understanding of the
phenomenon is captured, thus any interviews
conducted from the settings can be used to
inform other settings (Cooper and Schindler
2001).
As the subject of the research, the ex-
ploration of conflict management within
SMPT, is of  a dynamic nature which consists
of people activities, constant interpretation
is necessary throughout the research process.
In order to capture the event of conflict
within the project team, it is identified that
the usage of language is essential as it is also
regarded as one of the important aspects
when studying social life (Hardy 1994).
Methods —Qualitative
Approach
Methodology selection is influenced by
the ontology and epistemology that inform
the study (Zalan and Lewis 2004) as well as
the objective(s) of the study and the nature
of  the research problems. Qualitative meth-
odology is described as the non-numerical
examination and interpretation of  observa-
tions, for the purpose of discovering under-
lying meanings and patterns of relationship
(Babbie 1988). The methods derive from
multiple disciplines and from diverse tradi-
tions. Those traditions are ethnography, case
study, and grounded theory, and they utilize
particular methods such as interviews, focus
groups and observations (Crabtree and Miller
1999). As this study intends to induce ideas
for theory building, qualitative methodology
is most suited (Orlikowski and Baroudi
1991).
Qualitative research involves methods
which allow a researcher to “focus on the in-
terpretation” as well as “to examine the way
people think and act” (Ezzy 2001). It is also
suggested that an interpretation of  the inter-
view is subjective because it may be affected
by the place, time, people, and circumstances
of  the interview (Ezzy 2001). For example,
when the interview is conducted by some-
one else in a different setting, the response
might be different.  However, what is more
important and makes research more rigorous
is not what is said, but rather how the inter-
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pretation is generated, and how the research
findings reflect the particular social context
(Ezzy 2001).
In the areas of conflict management and
SMPT development, researchers have used
various approaches in conducting their re-
search. For example, in the study of  intra-
group conflict, a quantitative approach is
being used by several authors, for example,
Barker et al (1988); Jehn and Mannix (2001);
and Langfred (2007). However, when the
study deals with human beings and processes
such as team development and conflict man-
agement, Hammersley (1992) argues that
qualitative research is the most appropriate.
However, a thorough analysis of this particu-
lar process will require the researchers to use
personal interpretation that results from the
presence or participation in the process be-
ing examined. This is in line with the view
that the study of conflict must be conducted
as a dynamic process, rather than static as
suggested by early conflict theorists (Deutsch
1969).
Lye et al. (1997) suggest that, in order
to provide rich explanations, the research
method must not attempt to ignore or sim-
plify the complexities of the context that con-
trol the phenomena under investigation, but
should instead, clarify them. Thus, qualita-
tive data collected in a processual manner to
a specific context are more suitable because
they can be a source of well-grounded expla-
nations of processes occurring in their local
context (Miles et al 2013). Therefore, in this
research, a processual approach is being ap-
plied during the data collection.
For this research, the researcher followed
the basic guidelines of inductive qualitative
research. Hence, the researcher was looking
for open and unclear issues that emerged from
a basic literature review leading to more gen-
eral research concerns expressed by the re-
search objective (Auerbach and Silverstein
2003) which, in this case, is to explore the
effect of conflict and its management strate-
gies towards the social dynamics of the
SMPT. The objective guided the data collec-
tion and analysis process and was explicitly
refined during analysis. Ultimately, this led to
the development of  emergent hypotheses.
These emergent hypotheses were then com-
pared with the existing literature (Eisenhardt
1989). This process involves looking into
what is similar to and what contradicts the
existing literature on the specific subject as
well and understanding the reasons of the
similarities and differences (Eisenhardt
1989).
Research Strategy —Case
Study
As mentioned earlier, the main aim of
this study is to explore the evolvement of
conflict management in SMPT. Hence, a re-
search strategy that allows the aim to be
achieved is required, which is the case study
approach (Yin 2003). The case study ap-
proach is known as the most suitable in an-
swering how and why research questions rather
than what or how much (Hartley 2004; and Yin
2003).
A case study is an exploration of a case
(or multiple cases) over time through detailed,
in-depth data collection involving multiple
sources of  information rich in context
(Creswell 1998). Case studies are known to
be appropriate in research which requires
detailed understanding of social or organiza-
tional processes due to the richness of data
collected in context (Hartley 2004). It can be
used for various purposes such as providing
descriptions, testing theory or generating
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theory (Eisenhardt 1989). It is also useful in
exploring new and emerging processes or be-
haviors as well as enabling researchers to
understand everyday practices and their
meanings to those involved. The techniques
being used allow trust to develop between
the researcher and the organization members
over a period of time that will allow some
information to be obtained which would not
be given to the researcher if it was a one-off
interview (Hartley 2004).
The use of multiple case studies in this
research followed the principles of data col-
lection established by Eisenhardt (1989) and
Yin (2003). Multiple sources of evidence are
used, which include in-depth semi-structured
interviews (Silverman 2007), consisting of
face-to-face interviews and telephone inter-
views which are applied in the data collec-
tion, with an addition of the organizations’
documents.
Research Activities —Cases
Selection Method
Selection of cases is one of the impor-
tant decisions that have to be made by a re-
searcher prior to data collection. Several dif-
ferent types of sampling have been discussed,
such as theoretical sampling and purposeful
sampling (Eisenhardt 1989, Yin 2003). With
regard to this research where an inductive
approach is being adopted, cases are selected
based on theoretical sampling instead of ran-
dom sampling as suggested by Eisenhardt
(1989).
Theoretical sampling underlines the
importance for cases to be selected for theo-
retical exploration rather than statistical hy-
pothesis-testing purposes (Glaser and Strauss
1967). Theoretical sampling provides flexibil-
ity during the research process (Glaser and
Strauss 1967; and Strauss and Corbin 1998)
and it involves sampling to test, elaborate and
refine a category, their relationship and their
interrelationships. This could involve chang-
ing the interview questions as the study
progresses.
Regarding the selection of the right
sample size, Eisenhardt (1991) and Stake
(1995) point out that how much is known
and how much new information can be
gained from any further participants are much
more important. The sample size cannot be
established in advance as each research par-
ticipant has the potential opportunity to de-
velop and refine theory (Auerbach and
Silverstein 2003).
In this study, the data collection pro-
cess was conducted in two phases. The first
phase consists of data collected in two orga-
nizations in Malaysia, ITCo and BioTechCo.
Two projects were selected from each orga-
nization as case studies. Semi-structured face-
to-face interviews were conducted for three
months with the respondents, consisting of
the management and the people involved in
at least one of the projects conducted by the
organizations. The data gathered from the
face-to-face interviews provide the contex-
tual background for the study. This then con-
tinues with the agreement from the respon-
dents to participate  in a weekly telephone
interview, to be held for another three months,
in order for the researcher to gather
processual data for the study.
The sample selections are based on the
context of the study which is on SMPT in
knowledge-intensive firms. As this type of
organization consist of knowledge workers
whose ideas and new discoveries are the most
valuable assets for organizations, all projects
selected in the study involved creating and
developing solutions or products for internal
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and external purposes and the group of people
chosen to be the team members must pos-
sess necessary knowledge and skills in com-
pleting each of  the projects.
In the study, the respondents are knowl-
edge workers involved in current projects and
who are members of the organization.  They
are individuals who have an employment re-
lationship with the organization in the sense
of  being full-time, permanent staff  as well
as individuals who have an employment re-
lationship with the firm, either temporary or
contingent. There is no involvement of indi-
viduals from outside the organization.
As the research proceeded, it was found
that further investigation was required to
challenge the initial findings from the four
cases. Therefore, the second phase of  the data
collection was initiated. Two cases from one
organization in Malaysia were selected. Face-
to-face interviews were conducted for one
month and weekly telephone interviews were
conducted for three months, similar to the
previous data collection duration, in order to
maintain similarity with the longitudinal data
collection in the first phase.
In Eisenhardt (1991) and Stake’s (1995)
opinion, the researcher has to keep recruit-
ing and interviewing respondents until no new
data is produced that adds new insights to
theory construction or no new information
is learned about the research topic. This pro-
cedure is called ‘theoretical sampling’ (Glaser
and Strauss 1967) and ultimately determines
the sample size of the study (Auerbach and
Silverstein 2003). This approach was followed
throughout the interview phase of  this study
which involved iterative steps in data collec-
tion and analysis in order to determine a cer-
tain level of saturation (Eisenhardt 1991),
that is, following interviews became informed
by analytic questions and hypotheses about
data relationships drawn from previous inter-
views (Strauss 1987).
Research Domain
The project teams participating in this
research consist of three small and medium
sized knowledge intensive firms in Malaysia.
The organizations entirely depend on projects
as their main activities. One firm is ITCo,
which is from the Information Technology
industry specifically focusing on multimedia
development; another, BioTechCo, is in-
volved in the Biotechnology industry which
focuses on life sciences research using
bioinformatics solutions; and the third firm
is Herbal Co, which focuses on research and
development of herbal and organic product
ranges. To protect the participating project
teams and organizations’ anonymity, pseud-
onyms are provided.
Several characteristics will be high-
lighted to differentiate the SMPT chosen for
this study as compared to other types of
project team. The project teams selected in
this research are real project teams working
on specific projects in organizations. The
team members have interrelated tasks within
the team (Cohen and Bailey 1997) which re-
quire them to work closely and become de-
pendent on one another, they also have a
variety of abilities (Cohen and Ledford 1994)
—their own set of skills and expertise in their
own field— which is important for perform-
ing each of  their tasks.
The team members are also given re-
sponsibilities and freedom in decision mak-
ing and managing their tasks (Cohen and
Ledford 1994). This involves any decision
making processes regarding their project and
in dealing with people inside and outside the
team. Each of the project teams has no iden-
tifiable formal leader within the team but
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there are managers of the organizations who
exist outside the team. There is no hierarchi-
cal form for each of  the project team struc-
tures, as the team is dominated by horizontal
forms of  peer-to-peer relations within the
team.
Data Collection
The study comprises evidence collected
in two phases consisting of face-to-face semi-
structured interviews and weekly telephone
interviews in each phase. The first phase of
the data collection was conducted for 6
months which began with 3 months of face-
to-face interviews and another 3 months of
weekly telephone interviews with team mem-
bers and the managements from 4 projects in
2 small and medium sized organization in
Malaysia, known as ITCo and BiotechCo.
As the research progressed, the second
phase of data collection set out to challenge
the initial findings from the first phase. The
second phase was conducted for four months
which began with one month of face-to-face
interviews and three months of  weekly tele-
phone interviews with the respondents. The
respondents for the second phase consisted
of the management and team members of 2
projects from one small and medium KIF in
Malaysia, known as HerbalCo.
For both phases of  the data collection,
the data gathered from the weekly telephone
interviews are the main data being used in
this research which provide longitudinal,
processual data of conflict and its manage-
ment strategy in each of  the project teams
and the face-to-face interviews provide con-
textual data for further understanding of the
processual data.
There are three reasons for adopting the
semi-structured interview, the first being,
compared to the structured interview
method, it allows for more knowledge gen-
eration. Thus, the use of  a semi-structured
approach allows for unexpected develop-
ments that may arise. Secondly, the dynamic
nature of project teams is different from one
project to another and from one organization
to another. Thus, the use of  semi-structured
interviews allows further questions to be
asked based on the unique situation surround-
ing a particular project team. Finally, com-
pared to the unstructured interview style, the
semi-structured approach is more likely to
facilitate cross case comparison.
During the data collection process, ad-
ditional documents were also provided by the
organizations involved. Documents are writ-
ten data sources which include published and
unpublished documents, company reports,
and newspaper articles, and they can be used
both in quantitative and qualitative ap-
proaches to research (Schindler and Cooper
2001). In this research, documents such as
memos and notes on the activities involved
in the projects were provided by the
interviewees, thereby helping the researcher
to further understand the nature of the
projects and the organizations.
Face-to-Face Semi-Structured
Interviews
Semi-structured interviews are a flex-
ible and adaptive research technique that can
be modified to suit the needs of different
groups of participants (King 1994). It is an
intermediate step in a continuous spectrum
of  possible interviewing characteristics rang-
ing from structured interviews in a more quan-
titative domain to completely unstructured
in-depth interviews in a more qualitative ap-
proach (Bryman 2004). In this sense, semi-
structured interviews leverage the strengths
of  both structured and unstructured inter-
view methods. It offers sufficient flexibility
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to approach different respondents differently
while still covering the same areas of data
collection. However, the weaknesses of the
semi-structured interviews are that they are
time consuming, in addition the researcher
will need to prevent the urge to show agree-
ment or disagreement to the respondent to
avoid bias (Klenke 2008).
Particularly for this research, face-to-
face semi-structured interviews were con-
ducted at the beginning of the two phases of
the data collection process to provide the
contextual data in exploring the event of con-
flict and its management strategies in all the
six cases. Initially, e-mails were sent to sev-
eral organizations in order to gain access for
the data collection purposes. Some organiza-
tions replied and several rejected the requests
by providing their own reasons; as a conse-
quence, and with the assistance of a network
of  personal contacts from the researcher’s
previous work experience, more organizations
were approached. As highlighted by Johland
Renganathan (2010), academic research may
not be considered valuable by organizations
and they are usually sceptical about the role
of outsiders researching their organization
due to confidentiality.
However, three of the knowledge in-
tensive firms in Malaysia agreed to grant the
researcher access to their organizations and
the agreement was recorded via e-mails sent
by the CEOs of  each organization. Follow-
ing their approvals, the researcher liaised with
the ‘gatekeeper’ introduced by the CEO in
order to brief them on the nature of the study
and the type of projects in which she was
interested. Permission was granted to the re-
searcher on conducting interviews with the
employees in the organizations. The informa-
tion sheet, together with the consent form,
was distributed to the potential participants.
The issue of data confidentiality was ex-
plained in the information sheet. Those who
agreed to participate in the research returned
the signed consent form to the researcher.
In the first phase, the researcher went
to Malaysia and a set of 45 face-to-face semi-
structured interviews were conducted with
two organizations: ITCo and BioTechCo.
Some of  the respondents were interviewed
more than once due to time constraints and
as they were working on two different
projects. The respondents from both organi-
zations were interviewed respectively at an
agreed time after they had provided consent
to be included in the study.  The face-to-face
interviews required few visits to each com-
pany and each of  the interviews lasted be-
tween one to two hours.
In BioTechCo, a set of  20 face-to-face
interviews was conducted with 16 respon-
dents who included the CEO, directors, man-
agers as well as the project team members
who consisted of  bioinformaticians and sci-
entists. Nine of  the interviewees were in-
volved in both Project A and Project B. The
researcher was introduced to the people in
the organizations by the CEOs, therefore
making it easy for the researcher to person-
ally contact them and arrange interviews at a
mutually convenient time and place. Besides
conducting the interviews during office
hours, some people wanted to be interviewed
during their lunch break while some outside
office hours. The interviews were arranged
on specific days with agreement from the re-
spondents so that the researcher was able to
best utilize each of the visits to the organiza-
tion.
In ITCo, 25 face-to-face interviews were
conducted with 12 respondents including the
CEO, managers and the project team mem-
bers. The project team members consisted of
the animators, multimedia executives and the
modelers. Five of  the respondents were work-
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ing on both Project C and Project D. A list of
names of the people involved in the projects
was provided to the researcher by the man-
ager. During each of  the visits to ITCo, a
meeting room was provided to be used by the
researcher to conduct the interviews. A clerk
assisted the researcher in arranging the inter-
views with all of  the respondents.
On reflection, the educational back-
ground of the researcher, which is in the field
of  information technology, provides famil-
iarity with some of the projects being con-
ducted in the organizations. This makes it easy
for the researcher to understand the selected
projects. Meanwhile, in the second phase, a
set of  15 face-to-face interviews were con-
ducted with one organization, HerbalCo. 13
respondents were involved in the interview
consisting of the factory manager and the
project teams’ members who are the scien-
tists, quality controller and the research and
development (R&D) executives. During the
first visit, the factory manager agreed to ar-
range a suitable time for the interview ses-
sions with all the respondents thus enabling
the researcher to conduct several interviews
in each visit.
The face-to-face semi-structured inter-
views cover a broad range of  information and
discuss the participants’ meanings and per-
ceptions on conflict and conflict management
strategies that they currently implement dur-
ing their project as well as their relationship
inside and outside their project team. It was
clarified and ascertained before the interview-
ing process that the individuals to be inter-
viewed were those who were involved in at
least one project in the company. The mul-
tiple perspectives from the participants con-
tribute to the insightful approach on under-
standing the project that each company is
involved in.
Prior to the interview session, the re-
searcher studied the company’s background
using each of  the organization’s websites and
company profiles. In addition, an interview
guide was developed consisting of a list of
questions to be covered which were struc-
tured around the research themes in the study.
This was done to ensure that the interview
format was consistent across the cases. The
interview guide was necessary in guiding the
interviews to be more focused rather than too
general (Bryman 2004). Before the interview
guide was finalized, it was tested for clarity
on several fellow doctoral students. This pro-
cedure ensured that the interview questions
would be clear to the interviewees selected
as the respondents for the research. At the
beginning of  the face-to-face interview ses-
sions, the researcher reviewed the purpose of
the study with the individuals involved, then
moved into the interview questions. The in-
terview sessions were all digitally recorded
and then transcribed and translated where
necessary.
Weekly Telephone Semi-
Structured Interview-Diary Study
In order to capture processual data for
the research, weekly telephone interviews
were conducted. This enables a direct and
frequent recording of the respondents’ expe-
riences and events every week which is
adopted from the diary study approach
(Unsworth and Clegg 2004). Diary study de-
sign enables the researcher to capture the
current and spontaneous events and daily life
experiences of the respondents (Bolger et al.
2003). Diary study design is the most appro-
priate method of capturing changes over time
or any processual phenomena of either indi-
vidual or group setting (Unsworth and Clegg
2004).
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Particularly in this research, the re-
searcher takes the record as a diary rather than
the participant. As the diary is recorded by
the researcher, this increases the willingness
of the respondent to participate in the longi-
tudinal study. Compared to the respondent’s
self-recorded diary, this will not require high
commitment and dedication from the respon-
dents in order to record their weekly work
activities by themselves which will be time
consuming and there is also tendency for the
participant to skip recording on certain weeks
due to being forgetful or just unwilling to
update their own diary at any point in time
(Bolger et al.  2003). This might be due to
the participant’s work and personal life com-
mitment. Therefore, by having the researcher
recording the weekly diary via telephone in-
terview, the researcher will be able to remind
the participant about the weekly phone calls
and not be too intrusive. Additionally, dur-
ing the interview, further clarification can be
gathered from the respondent regarding any
issue which is unclear from the previous
week.
The data collection process continued
with weekly telephone interviews with some
of the previous respondents during the face-
to-face interviews which consisted of  man-
agement personnel as well as those who were
involved in project teams. There was no dif-
ficulty faced by the researcher in gaining and
maintaining access to the three organizations
for weekly telephone interviews as permis-
sion was given by each organization for the
researcher to further conduct the interviews.
Additionally, the relationship between the
researcher and the respondents had already
developed as a result of the face-to-face in-
terviews that were conducted at the early stage
of the data collection. This facilitated the
process of getting back in touch with the re-
spondents for them to agree to be further in-
terviewed via telephone.
In order not to interfere with the tight
work commitment of the respondents, both
the researcher and the respondents reached
agreement that the telephone interviews
should be conducted on a weekly basis for a
duration of  twelve weeks. This enabled the
researcher to capture the processual nature
of the project team social dynamics with re-
gard to conflict and conflict management
strategies. The 12 week duration was decided
upon considering the permission of  access
given by the organizations, as well as consid-
ering the planned time length for the whole
research process.
During the weekly telephone interviews
process, trust begins to develop between the
respondents and the researcher. Respondents
become more open with the researcher and
they are willing to share more information
such as in depth stories of their experiences
and feelings in their project team which of-
fers some useful information for the research.
The process of  interpreting the interviews is
conducted by considering different sides of
stories from each of the respondents from the
same projects which provides various versions
of  reality for the researcher to consider. The
approach that was used allowed respondents
to tell their stories without any evaluation and
interference from the researcher. The semi-
structured interview questions being asked
allow the respondents to express the truth
about the reality of their experiences in each
of their projects and this requires the re-
searcher to maintain systematic inquiry as
well as demonstrating integrity while con-
ducting the interviews.
In the first phase of the weekly telephone
interviews, 10 respondents from BioTechCo
agreed to participate and eight of them were
involved in both Project A and Project B. As
for ITCo, eight respondents agreed to partici-
pate and three of them were involved in both
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Project C and Project D. However, one of
the respondents involved in project D with-
drew from the study on Week 3 due to per-
sonal reasons.
Meanwhile, in the second phase, a total
of eight respondents from HerbalCo agreed
to participate in the weekly telephone inter-
views and six were involved in both Project
E and Project F. Each of  the weekly tele-
phone interviews lasted about 15 to 30 min-
utes and all were digitally recorded.
The telephone interviews were con-
ducted using the hands free function on the
telephone which allows the telephone con-
versation to be heard using the speaker on
the telephone and then recorded using a digi-
tal voice recorder upon the respondents’
agreement. The interviews were held in a se-
cluded room which was equipped with the
hands free telephone and digital recorder to
protect confidentiality of  information as the
loudspeaker function was being used.
Since the weekly interview was to ex-
plore the process of conflict and conflict
management strategies in project teams in a
processual manner, questions were asked to
describe how the week had been and on any
interesting events that happened throughout
the week. The same interview questions were
asked throughout the 12 week duration of
the weekly telephone interviews.
The digitally recorded data were care-
fully listened to repeatedly; transcriptions
were typed and notes (researcher reflections
with regard to issues being researched) were
also written. Although the language during
the interview was a mix of  both Malay and
English language, it was predominantly
Malay. Therefore, the transcriptions were
then translated by the researcher into English.
The researcher took careful steps to ensure
the quality and originality of the meaning was
maintained.
Data Analysis
In this study, the data were analyzed in
two stages: within-case analysis and cross-
cases analysis. This took place after the tran-
scription and translation of both the face-to-
face and telephone interviews had been un-
dertaken after the interviews. Within-case
analysis is an in-depth study of each indi-
vidual site. According to Strauss (1987), the
process involves the following: Each case has
to be analyzed separately. The central idea is
to become familiar with every single case on
its own to identify unique patterns which, for
this study include the team’s social dynam-
ics, before generalizing patterns across cases.
To avoid being overwhelmed by the data sets,
the within-case analyses were focused around
the already identified research objectives
dealing with conflict and its handling strate-
gies. General conclusions regarding all cases
could then be drawn. With cross-case tech-
niques it is more likely to discover some
novel findings that are incorporated in the data
by looking at it in many different ways
(Eisenhardt 1989).
The within-case analysis entailed sift-
ing through all the data gathered from the
weekly telephone interviews, documents and
face-to-face interviews. As the weekly inter-
views provided processual data, the inter-
views were reviewed sentence by sentence
in order to identify the occurrence of differ-
ent types of conflict within the project team
and the way each conflict is managed. Mean-
while, the face-to-face interviews and addi-
tional company documentations were also
scanned for the purpose of further under-
standing on the context and technicality of
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each of the project.  The data were then
sorted.
The idea was to allow the most signifi-
cant information to emerge from all the data
gathered during the interview sessions, while
reducing its volume. Generally, from the tran-
scription, direct quotations and a particular
experience or incident describing the
interviewee’s experience, especially related to
conflict evolvement and management in the
project team were coded under several tracks.
The key material relevant to the research was
coded into various categories according to the
research themes (Yin 2003). The quotations
and particular experience or incidents pro-
vided by the respondents assisted the
researcher’s interpretation and assessment of
each case.
The next step of the analysis consisted
of cross-case analysis in the search for pat-
terns of  events. To begin with, a table con-
sisting of the project duration, the types of
conflict and the dynamics of the team mem-
bers with regard to conflict management strat-
egy was created. The cases in the table were
then compared to each other and linkages
between different types of conflict and con-
flict management strategies were highlighted.
The similarities and differences among them
were noted for further analysis. The tech-
niques of pattern-matching and explanation-
building were used. This approach was aided
by a variety of analytical tools applied within
and across the cases, as suggested by Miles
et al. (2013). For example, Time-Ordered
Matrices, and Event Listings were used to
identify and chronicle the event of conflicts
and conflict management strategies that was
implemented as well as the project team dy-
namics.
In most instances, direct quotes from
case informants were used, as they were be-
lieved to best reflect the phenomena under
investigation. Given the processual perspec-
tive of the research, all analysis was con-
ducted chronologically as the basic sequence
of cause/effect should not be in a reversed
form. Further, a major area of  the literature,
based on the self-managing team, focuses on
sequential stages, thus chronological analy-
sis was relevant. This approach is also sup-
ported by Gersick (1988) as appropriate to
the study of the social dynamics on project
teams.
Findings
It was found that conflict management
strategies being implemented by the team
members are: cooperative, confrontation and
avoidance. The people involved tend to co-
operate when conflict occurs as it helps them
in achieving the team’s objective which is by
cooperating with one another as it helps them
to solve the conflict and then continue fo-
cusing on their assigned task. On the other
hand, confrontation is being implemented
whenever the project team is having conflict
specifically with outside project team. The
team members confront those involved in
order to solve the conflict.
Avoidance is another conflict manage-
ment strategy being implemented by the
project team during task conflict and it oc-
curs whenever the conflict is more intense as
time goes by. The people involved in the con-
flict tend to avoid dealing or communicating
with each other and not directly deal with
conflict. This then leads the project team to
seek assistance from the management. Even
though they are given the responsibility to
solve their own conflict, as conflicts get more
intense and time goes by, assistance is needed
from the management.
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Below, evidence is presented from the
projects on each of the conflict handling strat-
egies being implemented in the event of task
conflict.
Conflict Management Strategy:
Confrontation
“Ever yone in the team was concerned about
this matter. So we decided to confront the people
there so that it won’t delay our work. We had
planned for our tasks. We don’t want that to
get delayed just because of the people there.”
(MrZ, Scientist,Wk4, Project B)
“It’s a relieve that we are able to talk directly
with her on this matter. We wouldn’t want to
work under pressure every day and we wouldn’t
be happy receiving negative complaints about
our work ever y day as if  we are not able to
conduct our task. The way she behaves before
really annoyed most of us.” (MrH, Scientist,
Wk5, ProjectE)
“I’m glad that we are able to have a discussion
with her regarding the matter. She claimed that
she’s doing her job but at the same time it is
good that we suggested that she could do it in a
better way, as in a better approach of  giving us
feedback. She accepted this and apologizes to
us.” (MrS, Scientist,Wk5, ProjectE)
“That’s what we are doing now. We wanted
them to know that there are things that the man-
agement needs to improve. It is not easy to di-
rectly talk with them as we are like a big fam-
ily, but how could we do our work if  things
like this are distracting us” (MrK, Storyboard
Artist, Wk3, Project C)
Conflict Management Strategy:
Cooperative
“We are a group of  professional people, it’s
well-balanced, each of them will share their
experience and we will talk to each other what
we will do and we will try to finish our work.
It’s a team work, not an individual work. So,
everything we do, it is as a team.” (MrT,
Bioinformatician, Wk3, ProjectA)
“We know that it can be avoided but still, it
happened. So, what we did was we discuss...we
discuss until we’ve found the right solution and
that ever yone is happy.”  (MrT,
Bioinformatician, Wk5, ProjectA)
“We believe what we did is the best thing. We
can’t afford to waste our energy and time wait-
ing for the chemical stuff. The management
might be expecting us to do the same thing too.
So, our meeting was held and all of us agreed
on our new task schedule and we will be work-
ing on something else while waiting for the de-
livery.” (MrM, Scientist, Wk5, ProjectF)
“We had an urgent meeting. We brainstorm
on how we could make things better and trying
to get ourselves agree on the good suggestions.
Believe me, it was not an easy thing to do!”
(MrB, R&D Executive, Wk8, ProjectF)
Conflict Management Strategy: Avoidance
“I can feel the difference now. It’s no longer the
same as before. The team members are all do-
ing their own task and when there are some
issues, we won’t talk to each other to solve it
but we directly talk to the team leader. I don’t
think this is good for us.” (MrZ, Scientist,
Wk7, ProjectB)
“Due to the stressful nature of doing our tasks
and the short time period to finish each task,
sometimes we did misunderstand each other but
now, we just keep it to ourselves. I guess per-
forming and finishing the task is much more
important than how we feel.” (MissAn, Scien-
tist, Wk7, Project B)
“It is very difficult you know...I would rather
keep quiet than say something. These people
are just there to point finger if anything goes
wrong.” (MrZ, Scientist, Wk 11, ProjectB)
“It’s quite disturbing when we are not commu-
nicating well. We need to discuss about our tasks
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but someone else is not giving their feedback.”
(MrRg, Bioinformatician, Wk6, ProjectB)
“I don’t want to give any opinion. No one will
agree and it looks like everyone is busy with
their own task and we seldom communicate with
each other unless it is very important. It is very
quiet in the lab nowadays.” (MrK, Scientist,
Wk8, ProjectE)
“It’s no longer the same working environment
as before. We are so quiet and I can see people
coming in and out of MrSh office. I guess we
would rather communicate with him rather than
among ourselves now. The unhappy feeling that
we are experiencing changed the team. I hope
the management can help us to improve the situ-
ation. It is getting worse. How can we work
with minimal interaction as we are in a team.”
(MrM, Scientist, Wk8, Project E)
It is evident that cooperation and con-
frontation are the conflict management strat-
egies being chosen during conflict in most of
the projects in the earlier weeks of the data
collection. As time passes by, avoidance is
evident when the conflict becomes more in-
tense.
Discussions
Conflict management strategies have
been widely discussed in the previous litera-
ture, including conflict avoidance, confron-
tation, cooperative and competitive styles
which provide insight into different ways of
managing conflicts in teams and organizations
(Chen et al. 2005; De Dreu and Weingart
2003; Tjosvold and Sun 2002). The strate-
gies implemented by teams are claimed to be
consistent throughout a project as a team will
continuously adopt the same style when con-
flict occurs (Speakman and Ryals 2010).
However, this was not evident in this study
which revealed that, over time, the team
changes its conflict management style with
the influence of the different types of con-
flicts that occur as well as when the conflict
occurs for the project’s duration. Three dif-
ferent patterns of conflict handling strategies
are identified: cooperative, confrontation and
avoidance.
The finding is consistent with Vliert’s
(1997) suggestion that organizations are not
limited to only choosing one conflict man-
agement strategy but typically use a combi-
nation of different strategies while dealing
with conflict. The changes of conflict man-
agement styles are identified as being related
to several factors throughout a project. It was
discovered that the concern for project dead-
line and individual reputation influence the
choices for conflict management strategies by
SMPT.
Concern for the project deadline results
in ignoring conflict handling; therefore, the
team members decide to focus on their task
rather than solving conflict which leads to
them avoiding the conflict. Individual repu-
tation is another factor which changes the
approach towards conflict management strat-
egies as team members are concerned with
their reputation and showing others that they
are doing the right things. This leads towards
changing of the conflict handling approach
to ensure that their reputation is being taken
care of.
The conflict avoidance which was evi-
dent in this study has been highlighted in the
literature as appropriate for collectivist soci-
eties where relationships are highly valued
(Leung 1997). Malaysians are described as
‘collectivist’ that is their identity is not deter-
mined by individual characteristics, but in-
stead by the collectivity or group to which
the person belongs (Abdullah 1996; and
Mellahi and Wood 2004). Adding to this, in
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the Malaysian context, it is very common for
people not to discuss sensitive issues with
each other as a result of cultural preference
(Merriam and Mohamad 2000). This means
that the people will always try not to hurt
others’ feelings. It could be assumed that this
action is due to them wanting to preserve the
relationship with others. This explains why
Malaysians avoid making others feel embar-
rassed or humiliated in public.
It was found that cooperative and con-
frontation strategies are being implemented
by SMPT at certain points during task con-
flicts whereas for the relationship conflict,
avoidance is being implemented all the time
by the team members. This suggests that
SMPT are culturally bound due to the ap-
proaches taken by the team members regard-
ing conflict situations. This is in contrast to
the individualistic culture of  the Western
country where people prefer to confront di-
rectly during conflict and regard conflict
avoidance as being selfish and not helping to
solve any problems (Amason 1996; and
Lovelace et al. 2001). Conflict avoidance, as
revealed in the study, is evidently the result
of  the need to maintain harmony as well as
close relationships amongst team members.
This shows that in the society, cultural issues
which involve individual reputation affect the
social dynamics of SMPT in dealing with
conflict.
The findings of the study lead to the
following propositions:
P1: Conflict management strategies in SMPT
changes over time due to concern of  reputation
and the deadline.
P1a: The deadline leads to changes of conflict
management strategies in SMPT.
P1b: Importance of reputation leads to changes
of conflict management strategies in
SMPT.
P1c: Conflict avoidance occurs when team mem-
bers are concerned with their reputation
and the deadline.
Conclusion
In this study, the evolvement of  con-
flict management strategies in SMPT was
explored. One important direction for future
research is to conduct a longitudinal study
involving a multiple data collection procedure
to explore the social dynamics of SMPT as
to how they are affected by conflict and its
management strategies throughout a com-
plete lifecycle of a project. As projects need
various timeframes in order to be completed,
a longer duration of data collection is needed.
Researchers could incorporate this method to
shed more light on the effect of conflict and
conflict management strategy on SMPT and
its impacts on the success or failure of the
project over time.
In conclusion, this study has enriched
the discussion in the current conflict man-
agement and SMPT literature. Using an in-
ductive approach, the outcome is the propo-
sition on the transformation of  conflict man-
agement strategies. The study suggests that
the SMPTs transform into an avoidance ap-
proach during conflict as time goes by. In any
event, conflict and its management strategies
are fostered or hindered by factors such as
the approaching deadline as well as individual
reputation.
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Abstract: This paper aims to examine the financial reporting and budgeting practices of  qaryah mosques
in Kuala Terengganu, a state in the east of  Peninsular Malaysia. Data was collected using a mixed method
(quantitative and qualitative) approach. The questionnaire was disseminated to qaryah mosques in Kuala
Terengganu and 39 responded. To address the limitations of  a questionnaire survey, semi-structured
interviews were then conducted with a few of  the respondents. The results revealed that qaryah mosques
in Kuala Terengganu do have a satisfactory system in place in terms of  their financial reporting practices.
However, budgetary control practices appear to be lacking. This indicates accounting, as is practiced by
qaryah mosques in Kuala Terengganu appears to be limited to financial accounting. Hence, the financial
management in qaryah mosques needs to be improved so that the risk of  embezzlement can be reduced.
Abstrak: Penelitian ini bertujuan untuk menguji pelaporan dan penganggaran praktek keuangan masjid-masjid qaryah
di Kuala Terengganu, Negara bagian di timur Semenanjung Malaysia. Pengumpulan data dilakukan dengan menggunakan
metode pendekatan campuran (kuantitatif  dan kualitatif). Kuesioner disebarkan ke masjid-masjid qaryah di Kuala
Terengganu dengan jawaban yang diterima sebanyak 39. Untuk mengatasi keterbatasan survei kuesioner, kemudian
dilakukan wawancara semi-terstruktur dengan beberapa responden. Hasil penelitian menunjukkan bahwa masjid-masjid
qaryah di Kuala Terengganu memiliki sistem yang memuaskan dalam hal praktek pelaporan keuangannya, namun,
nampaknya kurang dalam praktik kontrol anggaran. Hal ini menunjukkan bahwa akuntansi, seperti yang dilakukan
oleh masjid-masjid qaryah di Kuala Terengganu tampaknya hanya terbatas pada akuntansi keuangan. Oleh karena itu,
manajemen keuangan di masjid-masjid qaryah perlu ditingkatkan sehingga risiko penggelapan dana dapat dikurangi.
Keywords: accountability; budgets; financial reporting; qaryah mosques; religious organiza-
tions
 JEL classification: M4
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Introduction
Accounting malpractice in religious or-
ganizations has affected the credibility of such
organizations. In a recent case, a finance ad-
ministrator at Chester United Methodist
Church was charged with embezzling more
than $500,000 from the church (Remmers
2013). The same phenomenon has also oc-
curred in other religious organizations, and
in mosques. A former collector of  tithes
pleaded guilty to committing a criminal
breach of  trust involving RM19,510
(Hafidzin 2011). Religious organizations and
mosques are regarded as ‘sacred’ and people
who worked there or are associated with them
are perceived to have high moral values. How-
ever the increase in financial scandals, like
the misappropriation of funds, amongst these
institutions is still baffling. Most of  these
misappropriations are brought about by poor
accounting and internal control practices
(Abdul Rahman and Goddard 1998; Bowrin
2004 and Sulaiman et al. 2008). The same
holds true for mosques in Kuala Terengganu
(a state in Malaysia that has a population who
are more than 96% Muslim) and indeed it is
an interesting issue to pursue. This is precisely
what this paper attempts to address. It sets
out to investigate the financial accounting and
budgeting practices of  qaryah mosques in
Kuala Terengganu. This study scrutinizes the
preparation of accounts, which includes re-
porting (here disclosure) and budgets by the
qaryah mosques, and aims to answer the fol-
lowing research questions.
RQ 1: Do mosques in Kuala Terengganu prepare
accounts and disclosed them to the qaryah
members?
RQ 2: What is the extent of  disclosure practices by
qaryah mosques?
RQ 3: Do mosques in Kuala Terengganu prepare
budgets?
RQ 4: What is the extent of  budgetary practices by
qaryah mosques?
Our study adds to the literature by re-
ducing the dearth in the study of accounting
and budgeting practices at religious institu-
tions like mosques. Our study extends the
work of Siraj (2004) which focused on the
state mosques, while we examine the account-
ing and budgeting practices of  qar yah
mosques. This is important as qaryah mosques
are mostly located in residential areas and are
closer to their local communities. Compared
to other types of mosques, members of
qaryah mosques normally consist of  residents
within the mosque’s vicinity and they tend to
accommodate a large number of  worshippers.
 Qaryah mosques are totally funded by
qaryah members and guest worshippers
through donations. (Said et al. 2013). The
large amounts of donations received by
qaryah mosques may give rise to misappro-
priation should there be no proper internal
control (Sulaiman et al. 2008; and Wooten et
al. 2003). Examining the financial manage-
ment practices of these organizations would
indeed be important, as the results may pro-
vide information for these mosques to ad-
dress any problems they have in the manage-
ment of  their funds. Having the largest num-
ber of  qaryah mosques compared to other dis-
tricts in Terengganu, Kuala Terengganu
would provide a richer data source for our
questionnaire survey, as the larger the sample,
the better it is for statistical analysis and to
be able to make generalizations.
The remainder of  the paper is structured
as follows. The next section elaborates on the
accounting practices in Islamic religious or-
ganizations. Section 3 discusses the adminis-
tration of Islamic affairs in Malaysia while
section 4 explains accounting and the con-
cept of accountability as it applies to Islamic
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religious organizations. Section 5 focuses on
the research method while the analysis and
findings are discussed in section 6. Section 7
concludes.
Accounting Practices in Islamic
Religious Organizations
Good financial management requires
adequate financial control since it is impor-
tant for organizations, including religious or-
ganizations, so that public funds will be taken
care of (Siraj 2004; and Agus et al. 2009).
However, prior studies have found evidence
that there exists poor accounting practices
and a lack of internal control in religious or-
ganizations (Abdul Rahman and Goddard
1998; Duncan et al. 1999; Ahmad et al. 2001;
Bowrin 2004; and Sulaiman et al. 2008).
While there have been many studies focus-
ing on Western church organizations (Wood-
bine 1997; Duncan et al. 1999; Duncan and
Flesher 2002; Parker 2002; Wooten et al.
2003; Bowrin 2004; Elso et al. 2007; and
Ventura and Daniel 2010), studies on
mosques are lacking. The study by Sulaiman
et al. (2008) on the financial management of
state mosques in Malaysia is indeed, com-
mendable. They found that there were strong
internal controls in the receipt and disburse-
ment of  funds in Peninsular Malaysia’s state
mosques. However, Siraj (2004), found less
than satisfactory use of their budgets and re-
porting. The results appear to be consistent
with that of  Wooten et al. (2003). In their
study on churches, they found adequate con-
trols over cash receipts but weaknesses in
their disbursement and reporting. Further,
Ahmad et al (2001) and Mohamed-Adil et al.
(2012), in their study examining the effi-
ciency of fund management by mosques,
found that most of the mosques relied on
public donations to get their funds. However,
such mosques failed to invest the funds to
earn more income.
Factors Influencing Accounting
Practice in Religious Organizations
There are several issues that have been
commonly discussed in prior studies to ex-
plain accounting practices in religious orga-
nizations. These include the distinction be-
tween the sacred and the secular (Laughlin
1988; Booth 1993; Woodbine 1997; and
Parker 2002), the high trust environment
within the organizations (Throop 2001;
Duncan and Flesher 2002; Wooten et al. 2003;
Busby 2004; Busby 2005; Jayasinghe and
Soobaroyen 2009; Afifuddin and Siti Nabiha
2010; Ventura and Daniel 2010; and Enofe
and Amaria 2011), the person in charge of
the financial management of the religious or-
ganization lacking a financial management
background (Duncan et al. 1999; Duncan and
Flesher 2002; Parker 2002; Wooten et al.
2003; Elson 2007; Sulaiman et al. 2008;
Ventura and Daniel 2010; and Enofe and
Amaria 2011) and the lack of the element of
the “involved owner” (Duncan et al. 1999;
Ventura and Danie 2010; and Afifuddin and
Siti Nabiha 2010).
Between the Sacred and the Secular
Accounting was initially not considered
important in the church due to the distinc-
tion made between the sacred and the secu-
lar (Laughlin 1988; and Morgan 2009). The
dichotomy between sacred and secular activi-
ties placed accounting as a secular activity.
Accordingly, accounting cannot be practiced
together with the sacred activities of the
church (Laughlin 1988; and Booth 1993).
The existence of a sacred secular divide in
church organizations is, however, not sup-
ported by the results from studies conducted
by some other scholars. Jacobs (2005), for
Shaharuddin and Sulaiman
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example, provides evidence that although the
jurisdictional conflict between accountants
and the clergy contribute to the resistance of
accounting practice in the church, it does not
mean that accounting is not necessary. People
in the church prefer accounting activities to
be undertaken by someone with a religious
connection such as the clergy (even though
they are not adequately qualified). Accoun-
tants may give advice but they should not be
put in control. Irvine (2005) also found that
the need for accounting to achieve the sa-
cred mission of the church organization is
pertinent. Thus, the resistance to accounting,
in principle, is minimal. Theoretically, the is-
sue of the sacred and secular divide does not
exist in Islamic organizations. According to
Islamic teachings, there is no dichotomy be-
tween the worldly life and the hereafter
(Abdul-Rahman and Goddard 1998) and the
Islamic concept of accountability does not
recognize the distinction between the sacred
and the secular (Sulaiman et al. 2008).
The Issue of  Trust
It is believed that nonprofit organiza-
tions have an environment of  high trust which
makes them vulnerable to fraud and abuse
(Ventura and Daniel 2010). Many nonprofit
organizations, particularly in the case of reli-
gious organizations, assume a high level of
morality among their members and staff
(Bowrin 2004; Jayasinghe and Soobaroyen
2009). Given this, ‘secular’ controls, such as
accounting, appear not to be important. Trust
is one of the factors that contribute to the
mismanagement of  funds. In many embezzle-
ment cases, trust is misplaced in the embez-
zler (Elson 2007). Such a high level of  trust
will lead to very little need for supervision.
This would, in turn create opportunities for
fraud (Ventura and Daniel 2010). The study
conducted by Sulaiman et al. (2008) provides
further evidence that the element of  trust
renders internal controls unnecessary. Subse-
quently, this may provide an opportunity for
fraud and also fraud that is difficult to de-
tect, given that the perpetrators are “trusted”
individuals.
Lack of Accounting and Financial
Management Background
Another factor that contributes to the
poor accounting practices of religious orga-
nizations is due to the fact that people who
handle the financial management of such or-
ganizations lack an accounting and financial
management background (Enofe and Amaria
2011). With reference to Duncan et al. (1999),
the educational background of the treasurer
in the church contains little or no training in
business management or accounting. In fact,
a study conducted by Elson et al. (2007)
found that church accounting personnel do
not really know the requirements for prepar-
ing financial reports using generally accepted
accounting principles. This is not peculiar to
church organizations. Mosques too face the
same problem. This is evidenced in the study
of Sulaiman et al. (2008). They found that
the absence of certain control systems in state
mosques is due to a lack of accounting
knowledge of  the persons entrusted with
mosque funds. More specifically, the treasurer
has insufficient knowledge concerning the
importance of  the relevant internal controls.
Involvement of  Volunteers
The high levels of involvement by vol-
unteers may yet be another important con-
tributory factor to the mismanagement of
funds in religious organizations. Most finan-
cial programs of religious organizations are
handled by volunteer treasurers, who might
lack skills in internal control design and in-
formation system development (Wootenet al.
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2005; Ventura and Daniel 2010). Addition-
ally, given the inadequate training provided
for volunteer treasurers on accounting mat-
ters, it is not surprising that there exits im-
proper accounting practices and poor inter-
nal controls in religious organizations.
The Lack of the “Involved Owner”
Unlike businesses, non-profit organiza-
tions are non-stock entities where the own-
ership rests with the members or supporters
of the organization. The absence of stock
ownership may affect the management con-
trol process because managers might not con-
sider themselves as accountable to donors as
they would to the owner (Duncan et al. 1999).
According to Ventura and Daniel (2010), the
lack of an involved owner in monitoring the
financial condition of the organization as a
matter of self-interest may result in a lack of
financial control and poor financial manage-
ment, which will then create the opportunity
for fraud. Churches, temples and mosques are
among the nonprofit organizations that pos-
sess the characteristics just discussed.
Afifuddin and Siti Nabiha (2010) highlighted
the same - that religious based organizations
lack ownership and the absence of a profit
motive. As such, these organizations gener-
ally lack transparency and accountability to
the public and their donors.
Administration of Islamic affairs
in Malaysia
Malaysia consists of thirteen states
(Selangor, Perak, Pulau Pinang, Perlis, Kedah,
Kelantan, Terengganu, Pahang, Negeri
Sembilan, Melaka, Johor, Sabah and
Sarawak). According to the Ninth Schedule,
of  the Federal Constitution of  Malaysia,
Malay custom and Islamic law falls under the
purview of  each state jurisdiction except for
the Federal Territory. Accordingly, any mat-
ters that relate to the mosque are under the
jurisdiction of the state government through
the Islamic Religious Councils. As a conse-
quence, the implementation of Islamic Law
in each state varies. More importantly, the
Islamic Religious Council of each state acts
as a sole trustee of  the mosques. However,
each mosque has its own committee with a
chairman to manage the mosque.
In general, mosques can be classified
into four categories –state mosques, district
mosques, subdistrict or qaryah mosques and
private mosques (Siraj 2004). These four
types of mosques are distinguished accord-
ing to how they are managed and also where
they are located. The first is the state mosque.
These mosques are managed by the state gov-
ernment and there is only one state mosque
for each state in Malaysia. In contrast, dis-
trict mosques are located in various districts
in the state and are also governed by the state
government. The subdistrict or qar yah
mosques are usually partially administered by
the state government. Located in residential
areas, qaryah mosques rely to a great extent
on the public for funding. However, the state
government still has the power to oversee the
management of  the qaryah mosques, even
though its power over qaryah mosques is lim-
ited. Private mosques are those that are
owned and managed by private organizations
or individuals. Hence, the activities and pro-
grams of these mosques are not subject to
the policies of the state or federal govern-
ment (Siraj 2004).
In Terengganu, mosques are generally
classified into two types –government
mosques and qaryah mosques. Government
mosques consist of the state mosque and the
district mosques. There are 487 mosques in
Terengganu, with 127 of  these situated in
Kuala Terengganu (www.jheatweb.
terengganu.gov.my 2013). Out of  the 127
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mosques in Kuala Terengganu, 113 are qaryah
mosques.
Sources of Funds and Management of
Mosques
Government and qaryah mosques in
Terengganu are rather similar, as both rely on
public donations. Generally, the government
does not provide funds for these mosques.
However, the government does provide funds
for the repair and “improvement” of these
mosques. The difference between the govern-
ment mosques and qaryah mosques is the way
the mosques are managed. According to Siraj
(2004), there are three parties involved in the
general administration of state mosques – the
state Islamic Religious Department, the of-
ficers of the state mosques and the state
mosque committees. The officers of  the state
mosques are considered as government ser-
vants and will receive a monthly salary paid
by the State Government. However, qaryah
mosques do not have officers managing the
mosques, other than the imam (an Islamic
leader, often the leader of a mosque) and bilal
(the Muslim official of a mosque who calls
for prayer). Hence, most of the committees
in the qaryah mosques comprises of  volun-
teers and are appointed by the members of
the mosques at the annual general meeting.
Even though qaryah mosques rely heavily on
the public and volunteers, the administration
and management of the mosques are still
under the purview of  the state government.
In terms of  financial management, the
financial guidelines of  qaryah mosques are
based on the guidelines stipulated in the en-
actment of  Islamic affairs. According to the
Terengganu Religious Officer, the income for
qaryah mosques in Terengganu depends on
the area but it is usually very minimal. Basi-
cally, the income is used to pay for the utili-
ties. In general, the Islamic Religious Depart-
ment requests qaryah mosques to have two
main accounts, which comprise a general and
a specific account. While the money from the
general account is used to pay regular ex-
penses, such as utility bills, the specific ac-
count is used for repairs to the mosque build-
ings. Separating the funds of  the mosque into
two accounts enables the treasurer to man-
age the funds according to their priority.
Accounting and Accountability
In Islam, accountability has broader eco-
nomic and social objectives in which eco-
nomics, politics, religious and social affairs,
including accounting, fall under the jurisdic-
tion of the divine law of Islam (Shari’ah)
(Lewis 2006). As such, Islamic accountabil-
ity is dual in nature - stressing accountability
to one’s fellow beings as well as accountabil-
ity to Allah (God). Additionally, the word
hisab is repeated more than eight times in dif-
ferent verses in the Quran, showing the im-
portant link between accounting, reporting
and accountability (Nahar and Yaacob 2011).
Budgeting and disclosure are necessary to
ensure that accountability is properly (satis-
factorily) discharged. While a budget helps
to plan the utilization of the resources in an
efficient and effective way, reporting commu-
nicates on how an organization utilizes the
resources to the users. Having a budget en-
courages participants of the management
team to discuss and plan the use of the re-
sources (Parker 2002). Such involvement
may indirectly motivate the team to properly
discharge their accountability to the stake-
holders, and, hence, lessen the risk of em-
bezzlement in the organization. Lewis (2006)
argued that in Islam truth, and fair and accu-
rate disclosures are important elements of
financial information. Adequate disclosure
does not mean that all activities need to be
included in the financial statement. Rather,
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the financial statement only needs to contain
relevant and significant information that is
useful to its users. Both budgeting and report-
ing are important tools for humans to evalu-
ate their sacred accountability to both their
fellow humans and Allah (God) (Nahar and
Yaacob 2011).
In the context of  this study, the man-
agement of a mosque is accountable to Al-
lah and to the stakeholders. These stakehold-
ers include the qaryah members, donors and
the Islamic Religious Council/Department.
Since accounting is one of the tools that re-
flect on accountability (Nahar and Yaacob
2011), to some extent, mosques may dis-
charge their accountability through account-
ing practices. This study focuses on both the
financial and management accounting aspects
of  accounting. The first is examined through
financial reporting while the second concen-
trates on budgeting practices. According to
various authors, both financial reporting and
the use of budgets lead to better financial
management and control (Duncan et al. 1999;
Parker 2002; Bowrin 2004; Sulaiman et al.
2008; Jayasinghe and Soobaroyen 2009;
Ventura and Daniel 2010; Enofe and Amaria
2011). The research framework is illustrated
in Figure 1.
Methods
This study opts to use the mixed meth-
odology of  data collection, which combines
quantitative and qualitative methods. The
quantitative data collection method is based
on the questionnaire while the qualitative
method is grounded in the interview (Quinlan
2011; Sekaran and Bougie 2010; and Myers
2009). This multi-method of data collection
is believed to give more credibility to the re-
search instrument and to the data obtained.
In fact, the collection of data from multiple
sources and through multiple data collection
methods will assist in producing good re-
search (Sekaran 2003).
There were four stages involved in gath-
ering our data. In the initial stage, the
Terengganu Islamic Religious Department
(JHEAT) was contacted to obtain the con-
tact numbers for the qaryah mosques in Kuala
Terengganu. The list given contained the con-
tact numbers of  the secretaries of  the qaryah
mosques in Kuala Terengganu. In the second
stage of  data collection each qaryah mosque
on the list was contacted to inform them
about the questionnaires and ask for their
cooperation as a respondent. They were also
required to give the mailing address to which
Figure 1. Research Framework
Allah (God)
Financial Management
 Financial Accounting and Reporting
 Budgeting
Mosque Management
Stakeholder


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the questionnaires should be posted. The
questionnaires were then disseminated to the
mosques in the sample as the third stage of
data collection. Each mosque received an
envelope containing a cover letter, the ques-
tionnaire, as well as a new envelope complete
with a new stamp and the researcher’s address
to assist them in returning the questionnaire.
They were given one month to respond, and
after one month, a reminder was given by tele-
phone. Based on the answers given in the
questionnaire, semi-structured interviews
were conducted to obtain additional informa-
tion and to obtain more valuable data with
regard to the accounting practices in the
qaryah mosques. This was done by telephone
and also face-to-face interviews. This hap-
pened in the fourth stage of our data collec-
tion.
The sample. There are 438 qaryah mosques
in Terengganu. Kuala Terengganu has 113
qaryah mosques. However only 76 mosques
have contact numbers and the questionnaires
were distributed to these mosques (http://
jheatweb.terengganu.gov.my/).
The questionnaire. The questionnaire was
divided into two parts. The first part covers
general demographic information, while the
second part focuses on answering the re-
search questions. The questionnaire consists
of both “fixed alternative” and “open ended”
questions. As indicated in the introduction
to the paper, the primary research questions
of  interest relate to whether qaryah mosques
in Terengganu have proper financial report-
ing and a budgetary control system in place.
A total of 26 sub-questions were developed
which covered the accounting procedures, the
qualification of the treasurer in the account-
ing field, the preparation of financial state-
ments and annual reports, audit practices, the
distribution of  the financial information to
the stakeholders (i.e., qaryah members, Islamic
Religious Department) and budgetary con-
trols.
The questionnaire was initially prepared
in English. There were several corrections in
the second stage based on the comments
given before finalizing it. Since the first lan-
guage of  the potential respondents is Malay,
the final version of the questionnaire was
then translated into Malay. The translation
was done by referring to the work of Siraj
(2004) and discussing with Malay and En-
glish language teachers, as well as an account-
ing teacher for the accounting terms. The
Malay version of questionnaire was then
“back translated” to English in order to en-
sure the meaning of each question had not
deviated from the original version.
A pilot test, to assess the clarity of the
questions, was then undertaken using both
the English and Malay versions of the ques-
tionnaire. Fourteen sets of  questionnaires,
comprising seven sets of the Malay version
and seven sets of the English version were
distributed to six treasurers and one chairman
of  qaryah mosques in Selangor. They were
given a choice as to whether to answer the
questionnaire in English or Malay. The pur-
pose of sending both versions was to detect
which language they preferred. Based on the
pilot test, minor amendments were made
which included eliminating, rephrasing and
inserting questions that were relevant to the
research.
Data Analysis
Data obtained from the questionnaires
were analyzed using SPSS statistics. Before
they were keyed into the SPSS, the data un-
derwent an editing and coding process. In the
editing process, the returned questionnaires
were examined for incompleteness and incon-
sistencies. Then, the following step was to
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code the responses. As most of  the questions
were closed questions, it was easy to do the
coding process. For open-ended questions, the
responses were compared and the common
points were identified so that they were also
easily encoded. The data were analyzed and
interpreted by using a descriptive analyses
technique.
Analysis and Findings
Demographic Profile
Of the 76 questionnaires distributed,
39 mosques responded, giving a response rate
of 51.3 percent. Although there is no spe-
cific standard on the acceptable rate of re-
sponse for surveys, a response rate that is
above 50 percent may well be adequate, par-
ticularly in Malaysia. This is supported by
Sekaran (2003) who believes that a 30 per-
cent response rate for mailed surveys is con-
sidered acceptable. Most of the respondents
were aged between 51 and 60 years old
(50%), followed by those between the ages
of 41-50 years (28.9%). This comes as no
surprise since the majority of people who go
to the mosques consist of  the elderly. This is
supported by several respondents during the
interviews, who indicated that it is the eld-
erly that go to the mosques most regularly.
The possible reasons for this are the fact that
the mosque itself is usually not friendly to
young people and added to this is the fact
that the elderly are already retired and thus
have more time to focus on religious matters.
Or, perhaps, the elderly are generally more
inclined to go to the mosque because they
realize that death may be at their door. Only
2.6 percent of respondents were below 30
years old. We also found a large number of
volunteers in our study. Similar findings were
evident in studies by Duncan et al. (1999),
Wooten et al. (2003), Bowrin (2004) and
Irvine (2005). This is because nonprofit or-
ganizations tend to be heavily dependent on
volunteers.
The majority of the respondents were
holding the position of “secretary” followed
by “treasurer” and “chairman.” Even though
this study is concerned with the financial as-
pects of management and thus the relevant
respondent should have been the treasurer,
given the significant contributions of the sec-
retary and the chairman towards the finan-
cial management of  qaryah mosques, respon-
dents holding such positions would also be
deemed appropriate. Thus, one can observe
that the accounting and financial management
practices of  qaryah mosques are not the sole
responsibility of the treasurer alone - other
committee members are also actively in-
volved. As such, having a large percentage
of respondents indicating that they are the
secretary of the mosque may not impair the
results in this study.
Due to the high involvement of volun-
teers and an improper segregation of duties
between the committee members, it was to
be expected that only 26.3 percent of the re-
spondents claimed that their treasurer pos-
sessed qualification in accounting. However,
the majority of them do not possess a ter-
tiary level accounting qualification. The re-
sults appear to support prior research (Duncan
et al. 1999; Duncan and Flesher 2002; Parker
2002; Wooten et al. 2003; Elson et al. 2007;
Ventura and Daniel 2010; Enofe and Amaria
2011). This is somewhat worrying. In fact,
during the interview sessions, they admitted
that they have no accounting background,
and, furthermore, some of  them did not have
any financial management training, as con-
ducted by the State Islamic Religious Coun-
cil and Terengganu Islamic Religious Depart-
ment (IRD). Usually, one of  the reasons why
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the committee refuses to join the training is
because they feel that it is not really impor-
tant and if they are forced by other commit-
tee members to go, they might think that the
people do not trust them. However, the in-
terviews conducted with the IRD revealed
that, due to the shortage of  staff  in the IRD,
the management training for the committees
of  qaryah mosques has not been conducted
recently. Therefore, the committees, espe-
cially the treasurer may not have sufficient
knowledge in administering the mosques.
More importantly, the level of  education of
mosque committees might have an impact on
the efficiency of the management of mosques
(Ahmad et al. 2001). In the context of finan-
cial management, a treasurer with an account-
ing background is better able to manage the
finances of  the mosque more efficiently.
Table 1 summarizes the results of  the demo-
graphic information.
With regard to the source of funds,
Table 2 shows that 48.71 percent of  the re-
spondents agree that the sources of funds for
their mosques came from public donations,
which is consistent with prior studies
Table 1. Demographic Information
Panel A: Age of respondents
No. Age No. of respondents Percentage
1. below 30 years 1 2.6
2. 30-40 years 2 5.3
3. 41-50 years 11 28.9
4. 51-60 years 19 50.0
5. 61-70 years 3 7.9
6. 71 and above 2 5.3
Panel B: Employment status in the mosque
1. full time 2 5.1
2. part time 1 2.6
3. volunteer 36 92.3
Panel C: Current position of  the respondents
1. Chairman 3 7.7
2. Secretary 27 69.2
3. Treasurer 8 20.5
Panel D: Accounting qualification of treasurer
1. Professional 1 2.6
2. Diploma 2 5.1
3. SPM 6 15.4
4. Course and training in accounting 3 7.7
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(Laughlin 1988; Ahmad et al. 2001; Wooten
et al. 2003; Elson et al. 2007; Woodbine
1997; Jayasinghe and Soobaroyen 2009;
Afifuddin and Siti Nabiha 2010). Conse-
quently, this requires great financial control
and accountability, as it involves managing
public monies. Additionally, about 33 percent
claimed that they receive income for the
mosque from both the State Religious De-
partment and public donations. As stated ear-
lier, the sources of funds of mosques in
Terengganu are heavily dependent on public
donations. The Terengganu State Religious
Department does not provide a monthly al-
location to the mosques. However, the de-
partment will assist the management in pro-
viding funds for repairing and upgrading the
mosques based on their requests. The com-
mittee for the mosque has to complete and
submit the relevant form and the Terengganu
Islamic Religious Department will appoint a
person to examine the mosque and estimate
the cost of  repairing the building. Perhaps,
that is why some of the respondents agree
that their sources of funds come from a com-
bination of an allocation from the State Reli-
gious Department and contributions from the
public, even though they do not receive the
funds from the State Religious Department
regularly.
Measurement of Financial
Management Practices
With reference to the research ques-
tions, this study not only investigates the fi-
nancial disclosures and budgetary practices
of the mosques, it also examines the strength
of  their practices. In determining the strength
of the practices, the method used by Siraj
(2004) has been adopted. Essentially, this
method compares the number of control pro-
cedures implemented by individual qaryah
mosques by calculating the average (AVE)
using the following Formula 1.
Table 2. Source of  Funds
No. Source No. of Percentage
respondents
1. Allocation from State Religious Department
and Contribution from public/local communities 13 33.33
2. Allocation from State Religious Department
and Contribution from public/local communities
and Endowment (waqf) 2 5.13
3. Contributions from public/local communities only 19 48.71
4. Contributions from public/local communities and
Endowment (waqf) 3 7.69
5. Contributions from public/local communities and
Endowment (waqf) and rental 1 2.56
6. Contributions from public/local communities and
rental 1 2.56
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Formula 1. Average of Accounting Prac-
tices in Individual Qaryah
Mosques
Summation of scores of control
procedures for particular accounting
practices implemented in each
of  the qaryah mosques
× 100
Total number of  control
procedures for a particular
accounting practice
Source: Siraj (2004)
The financial control system is said to
be stronger if the number of control proce-
dures implemented in a particular qar yah
mosque is high, that is more than 60 percent.
Finally, the overall implemented controls are
evaluated using the average method (AVE-I)
for all mosques. The average (AVE-I) helps
to provide information concerning the gen-
eral strength of a particular accounting prac-
tice in all qaryah mosques. The AVE-I is cal-
culated using the following formula in For-
mula 2.
Formula 2. Average of Accounting Prac-
tices in Individual Qaryah
Mosques
Summation of scores of control
procedures for particular accounting
practices implemented in each
of  the qaryah mosques
× 100
Total number
of control
Number of  qaryah × procedures for
mosques a particular
accounting
practice
Source: Siraj (2004)
Table 3.Classification of the Strength of
the Internal Control System in
Qaryah Mosques
Scales for AVE-I The Strength
No (% of  AVE-I) of Control
System
1 0-24.9 Very Weak
2 25.0-49.9 Weak
3 50.0-59.9 Fair
4 60.0-84.9 Strong
5 85.0 and above Very Strong
Source: Siraj (2004)
Siraj (2004) also developed a ranking
scale to evaluate the strength of the finan-
cial management practices in state mosques,
which has been adopted in the current study.
The scales rank the financial management
practice from “very weak” to “very strong”
as in Table 3.
Overall, this study found that qaryah
mosques in Kuala Terengganu do have finan-
cial reporting and budgetary practices. How-
ever, they have satisfactory (fair) control sys-
tems in financial accounting and reporting,
but are weak in budgetary control systems.
This actually answers our research questions
highlighted in this study, where it has proven
the existence of financial accounting and
budgeting methods in qaryah mosques. Since
this study extends the work of Siraj (2004),
the results will be discussed in light of her
study.
AVE:
AVE-I:
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Financial Accounting and
Reporting
This section will answer the research
Question 1 and 2:
RQ 1: Do mosques in Kuala Terengganu prepare
accounts and disclosed it to the qaryah mem-
bers?
RQ 2: What is the extent of  disclosure practices
by qaryah mosques?
As mentioned in the previous section,
qaryah mosques do prepare accounts and dis-
close them to the qaryah members, which pro-
vides the answer to research Question 1. In
answering research Question 2, our results
revealed a “satisfactory” (fair) control in terms
of  disclosure practices. The results obtained
here is slightly different from that of Siraj
(2004) where she found state mosques had a
less than satisfactory use for their reporting
system. Table 4 summarizes the findings. It
was found that 97.4 percent of the respon-
dents prepared financial reports for their
mosques and that most of them have income
and expenditure as one of the items in the
financial report. This is followed by receipts
and payments, the cash flow and balance
sheet. Perhaps, this is due to the nature of
transactions that occurs most frequently in
the mosques. Based on the informal inter-
Table 4. Results of  Financial Reporting Practice
Panel A: Reporting System
No. Control No. of  Qaryah Mosques
Implementing the Control Percentage
(YES)
1. Does the mosque prepare any financial
report? 38 97.4
2. Are the financial reports being audited? 18 50.0
3. Are the financial reports distributed to the
qaryah members? 9 24.3
4. Are the financial reports made available to
the qaryah members (e.g.: displayed on the
mosque’s notice board or mosque’s website)? 30 81.1
5. Does the mosque prepare an annual report? 22 59.5
Panel B: Type of Financial Statement
No. Type of Financial Statement No. of respondents Percentage
1. Balance Sheet 10 25.64
2. Income and Expenditure 23 58.97
3. Cash Flow 13 33.33
4. Receipts and Payments 16 41.03
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views, the transactions usually involve re-
ceipts of money and the disbursements gen-
erally relate to the payment of  utilities. Ac-
cordingly, only the income and expenditure
statement is prepared.
According to Malagueno et al. (2010),
and Enofe and Amaria (2011), good finan-
cial record keeping, an annual audit and com-
munication of  the financial information to
members are three elements that help orga-
nizations to be transparent and prevent cor-
ruption. In the case of  the qaryah mosques
examined here, 50 percent of the total respon-
dents claimed that their financial reports were
audited by a financial examiner. Although the
existence of a financial examiner is required
by the Administration of Muslim Law
(Terengganu) Enactment 2001, results re-
vealed that the financial examiners do not
play their roles well. With regard to the dis-
seminating of the financial report, Panel A
of  Table 4 shows only 24.3 percent of  the
respondents distributed the report to qaryah
members. However, 81.1 percent made the
financial report available to the qaryah mem-
bers by displaying it on the notice board or
website of the mosque. The results indicate
that the majority of  qaryah mosques in Kuala
Terengganu do disclose their financial infor-
mation and are transparent to the public. This
is indeed commendable. It is such practices
that may help the management to prevent
embezzlement from happening in the
mosques.
Despite having a majority of respon-
dents preparing the financial report, only 59.5
percent prepare the annual report. The dif-
ference between the financial report and the
annual report stems from the purpose they
serve. The financial report, as the name sug-
gests, provides financial information and pre-
sents it in terms of  numbers and figures,
whereas the annual report has a broader scope
and provides more information than just num-
Table 4 (Contuinued)
Panel C: Procedures and Manual Used in Preparing the Accounts
No. Control No. of  Qaryah Mosques
Implementing the Control (YES) Percentage
1. Does the mosque have any written 22 56.4
financial policy or procedures?
2. Are the written financial policy/
procedures made available to all 25 67.6
mosque committee members and
administrative staff?
Panel D: Reference Used to Prepare Financial Report
No. Reference No. of respondents Percentage
1. FRS 3 8.1%
2. Financial guideline issued by SIRC 25 67.6%
3. No standard 9 24.3%
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bers. The annual report includes future plans
and strategies of the organization, and a sum-
mary of activities apart from the financial
statements. Thus, for small organizations like
qaryah mosques where not much activity is
conducted, it is possible to have fewer respon-
dents who prepare an annual report because,
to them, the financial report is enough to in-
form the qaryah members of  how the mosque
manages the funds given by the public. In
addition, even though accounting is required
in the Administration of Muslim Law
(Terengganu) Enactment 2001, there is a lack
of  enforcement of  this. As a result, some of
the committees of  the qaryah mosques are not
aware of the requirements and use the previ-
ous accounting practice as a reference instead
of using the financial guidelines issued by the
enactment.
With regard to the procedural manuals,
Table 4 shows that even though 56.4 percent
stated that they have a financial policy and
procedures, it is surprising to note that 67.6
percent claimed they made a written manual
and procedures available to the committee
members of  qaryah mosques. This result high-
lights the disadvantage of using a mail ques-
tionnaire, as the interviewer’s absence can
lead to a misunderstanding of the questions
by the respondents, and, hence, they use their
own interpretation, which may not be quite
correct (Pandiyan and Chandran 2011). In
this case, since 56.4 percent have a written
financial policy or procedures, the percent-
age of respondents making the procedures
available (question 2) is supposed to be the
same or lower than the percentage in ques-
tion 1. Thus, to overcome this problem, in-
terviews were conducted to gain more infor-
mation regarding the financial manual or pro-
cedures.
Based on the interviews conducted,
there is a lack of enforcement concerning the
accounting practices of  qaryah mosques. Con-
sequently, the committees of  the qar yah
mosques use various formats of  accounting
practice grounded on their prior practices. It
is also surprising to note that some of them
are still confused concerning the format used
and do not know what type of accounting
record they should prepare. In line with this,
the respondents were asked in the question-
naire about the reference they used to pre-
pare the financial reports.
As presented in Table 4, 67.6 percent
of the respondents use the financial guide-
lines issued by the State Islamic Religious
Council (SIRC) and 24.3 percent prepared the
financial report without any financial stan-
dards or procedures as a guideline. This con-
firms with what Boyce (1984) (as reported in
Woodbine 1997) identified, in that much of
the knowledge regarding accounting practices
in religious organizations is acquired and
transferred by oral processes. More impor-
tantly, the lack of  enforcement concerning
the usage of the financial guidelines issued
by the SIRC will contribute to the variations
in the accounting practice of  qaryah mosques
in Kuala Terengganu.
Based on the overall results, qaryah
mosques still need some improvements in the
areas of accounting practices and financial
reporting in order to ensure better financial
management.
Budgetary Controls
  This section will discuss the answers
for research Questions 3 and 4.
RQ 3: Do mosques in Kuala Terengganu prepare
budgets?
RQ 4: What is the extent of  budgetary practices
by qaryah mosques?
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Qaryah mosques in Kuala Terengganu
do apply budgetary practices. However, the
lower percentage of controls implemented in
their budgeting practices resulted in weak
scores of  AVE-I, which indicates weak con-
trol of the practices among them. As pre-
sented in Table 5, only 27.8 percent of  the
respondents prepared a budget for annual
expenditure. This result is consistent with the
study of Parker (2002) who found loosely
coupled budgetary control systems in
churches in Australia. In contrast to this re-
sult, adequate control over budgetary prac-
tices in mosques was evidenced by Siraj
(2004). This is expected since the state
mosques, being larger in size, have proper
management as compared to the qaryah
mosques. Nevertheless, the result of  this
study points to the disadvantage of a ques-
tionnaire survey in as much as the findings
for Questions 2, 4, 5, 7 and 8 are supposed
to be the same or lower than the findings for
Question 1, which is 27.8 percent (as the
questions are meant for those who prepare
the budget).
Although budgetary control is found to
be weak from the survey, data from the in-
terviews revealed that some of  the qaryah
mosques do actually prepare a simple bud-
get. According to them the negative answer
is because they have assumed that the ques-
tion refers to a formal budget, as in govern-
ment organizations and big companies. Ad-
ditionally, they said that budgets are gener-
ally prepared for each activity which the
mosque conducts that involves monies. How-
ever, some of  the qaryah mosques do not re-
ally prepare a budget because, in their opin-
ion, qaryah mosques are only involved in ba-
sic and regular financial transactions, like
paying utility bills. Accordingly, they thought
there was no need to prepare a budget. This
is consistent with the results of the study
conducted by Jayasinghe and Soobaroyen
(2009). In that study they found that there
was very little formal planning and budget-
ing involved within the Hindu temples and
the treasurer informally prepares the budget
more as a way to plan for significant cash
payments rather than for approval or autho-
rization. Budget practices are one of the im-
portant aspects of mosque management that
should not be neglected, since it can help
improve the financial management of the
mosques. This is supported by Parker (2002)
who suggests that even though budget prac-
tice is considered as “secular,” it actually pro-
vides a regular medium for the discussions
that can strengthen the organization’s sacred
agenda and the sustenance of its culture.
Conclusion
The study examined whether qar yah
mosques in Kuala Terengganu have proper
financial management (including reporting)
and budgetary control system. This is in light
of the fact that accounting is regarded as a
tool that can aid the mosque management
committees to discharge their duties with
some accountability (Nahar and Yaacob
2011). The results revealed that qar yah
mosques in Kuala Terengganu have indeed
“satisfactory” control over financial account-
ing and reporting but the budgetary control
is weak. What comes as a surprise is the fact
that even though such mosques are required
to have financial examiners examine their fi-
nancial reports, a large number appear not to
have their financial statements audited. Ob-
viously, the financial examiner does not play
an effective role, which may be due to the
lack of enforcement. Most respondents also
view accounting as an important tool in man-
aging such organizations, that this account-
ing is a “welcome intrusion.” Thus, this seems
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to support the contention that there is no di-
vision between the sacred and the secular in
Islamic religious organizations. The findings
here are consistent with those of Abdul
Rahman (1998) and Sulaiman et al. (2008).
The results of this study should be in-
terpreted in light of  certain limitations. The
first is the sample of  39 qaryah mosques. Al-
though the number seems adequate if com-
pared to other similar studies in Malaysia, this
represents only 34.5 percent of the total num-
ber of  qaryah mosques in Kuala Terengganu.
Perhaps, non-respondents choose not to an-
swer the questionnaire because they did not
undertake any accounting of  their funds. This
is worrying since it exposes the organization
to an element of  distrust which will under-
mine the objective of the organization. The
study also focused on one type of mosque in
a specific location. Thus, future research
could expand this study by including a larger
sample size and to include the different types
of mosques and from different states in Ma-
laysia. Secondly, since this study used a ques-
tionnaire survey, it does not possess the flex-
ibility for a more detailed analysis. Thus, fu-
ture research may wish to use a purely quali-
tative research method to study this research
stream in detail.
Notwithstanding the above limitations,
the study makes a pertinent contribution in
several respects. The study has several impli-
cations for stakeholders and researchers. The
results obtained here may provide an insight
into the weaknesses as regards financial man-
agement of funds in mosques, and subse-
quently addressing the flaws so that this will
benefit the stakeholders, especially donors,
since their money will be managed and used
properly. The findings also revealed a lack of
enforcement on the failure of  qaryah mosques
to submit their accounts. Accordingly, it is in
the interest of the stakeholders that the
Terengganu Islamic Religious Council makes
financial statements mandatory for every
mosque and that the Terengganu Islamic Re-
ligious Department ensure that there is proper
enforcement. In this, perhaps the Terengganu
Islamic Religious Department can fully ap-
ply their ‘e-collection’ system. This might
enable the treasurers of the mosques to re-
port their financial statements and also assist
Terengganu Islamic Religious Department in
observing and obtaining the current informa-
tion concerning the financial management of
the mosques. Finally, it is good for the
Terengganu Islamic Religious Council to pub-
lish financial guidelines on its website so that
every mosque can refer to the same source.
In this case, recognition should be given to
the Islamic Religious Council of Singapore
who created a very informative website in
respect of Islamic affairs including mosque
management. The website also provides
mosque financial regulations as a reference.
This might help increase the number of
mosques preparing financial statements.
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